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VOLUME  68  -  5482  - 

February  19th,  1946. 

RALPH  E .  DAVIS,  having  been  recalled: 

THE  CHAIR'.  AIT:  All  right,  Hr*  vha. Awrs . 

Q,  A..  GHAHBER3:  Mr  .Davis,  I  think  you  told  me  yes¬ 

terday  that  since  about  1926  the  G-as  Company  has  been 
dependent  on  the  Turner  Valley  field  for  its  entire  gas  supply 
except  emergency  supplies  and  such,  from  Foremost  and  Bov/ 
Island? 

A  Yes,  that  is  right. 

Q,  Yes,  and  prior  to  the  G-as  Company Ts  arranging  for  th.ir  entire 
supply  from  Turner  Valley,  wasnot  the  retail  price  in  Calgary 
43  cents? 

A  I  do  not  have  a  recollection  of  that,  but  I  have  no  doubt 
that  it  was  higher,  compared  with  present  rates. 

Q,  This  is  Exhibit  134,  which  has  been  put  in  showing  the  changes 
of  rates? 

A  All  right. 

Q,  And  here  is  November  1925? 

A  Well,  in  1925  the  rate  for  the  first  200,000  cubic  feet  was 

43  cents  . 

Q,  Ygs? 

A  YqS  . 

Q,  And  then,  of  course,  they  were  graduated  down? 

A  Graduated  down. 

Q,  For  the  larger  amounts? 

A  For  the  larger  amounts. 

Q,  And  at  about  that  time,  late  in  1925  or  early  in  1926,  in 

order  to  serve  the  Calgary  market,  wore  not  arrangements  made 
as  a  result  of  which  the  Gas  Company  built  a  new  line  from 
Turner  Valley  to  Calgary? 

A  That  is  right. 

Q,  And  at  the  same  time  the  Turner  Valley  suppliers  undertook 
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Q, 
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Q 
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to  purify  the  gas? 

That  is  right . 

At  the  same  time  the  Imperial  Refinery  arranged,  to  fake  gas 
from  Turner  Valley  and  agreed  to  pay  a  minimum  of  ^.50,000.00 
a  year  to  the  G-as  Company  for  five  years  for  transporting  that 
gas,  is  that  not  so? 

That  is  undoubtedly  true,  but  I  do  not  know  that. 

Did  you  hear  anything  about  that,  you  never  heard  anything 
about  that? 

No . 


Now  following  those  arrangements  which  we  have  been  talking 
about  for  the  entire  supply  from  Turner  Valley,  was  not  the 
retail  rate  reduced  to  38  cents  and  again  I  refer  you  to 

Exhibit  134? 

* 

Nell  this  rate  schedule  shows  that  was  made  in  December  1926, 
approximately  one  year  after  November  1925,  the  rate  for  the 
first  150,000  cubic  feet  was  38  cents. 

UR  BLANCHARD:  I  have  a  little  trouble  hearing  you. 

WITNESS:  I  am  reading  this  schedule  which 

shows  that  38  cents  was  the  rate  in  December  1936. 

HR.  CHAMBERS:  1926? 

1926,  I  am  sorry. 


UR 


STEER 


I  suggest,  Ur .Chairman,  we  are  not 


getting  any  benefi 
instead  of  having 
I  A  •  C  HAI  R3E  RS  : 

THE  COURT : 


Ur .  Chambers ,  t  hat 


t  by  having  Ur.  Davis  read  the  schedule 
you  yourself  read  them. 

Mr.  Chairman,  I  suggest ..... 

You  can  put  it  to  him  this  way, 
there  is  a  schedule  or  an  exhibit  filed 


which  shows  v/hat  conclusions  you  want. 


CHAMBERS : 


0, 


CHAMBERS : 


Yes,  that  will  shorten  it  up. 

Now ,  Ur -Davis,  as  I  un de r s  t  an d  it, 
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and  as  appears  from  an  exhibit  which  has  already  been  filed, 
Exhibit  159,  which  is  the  decision  of  the  Boa:M  of  Public 
Utility  Commissioners  in  1931,  and  the  opening  part  of  that 
exhibit  indicates  that  the  rates  were  changed  again  in  1928, 
have  you  any  personal  knowledge  pf  that? 

No,  I  was  not  aware  of  that. 

I  will  refer  you  to  this  Exhibit  139,  which  is  a  decision 
of  the  Board  of  Public  Utility  Commissioners  of  the  20th  of 
July,  1931,  and  it  says  this: 

n  In  1926,  as  a  result  of  a  rate  hearing 

before  the  Board  of  Public  Utility  Commissioners, 
a  block  rate  system  for  natural  gas  supplied  by 
the  Canadian  Western  Natural  G-as,  Light,  Heat  & 

Power  Company  Limited,  which  will  be  hereinafter 
referred  to  as  "the  Company77,  was  established,  the 
not  rate  for  the  first  150,000  cubic  feet  being 
fixed  at  38^  per  M.C.F.  In  1928,  negotiations 
bo-tween  the  City  of  Calgary  and  the  Company 
resulted  in  an  agreement  being  reached  between 
the  parties  whereby  a  new  schedule  of  rates  was 
arrived  at,  which  schedule  was  subsequently 
approved  of  by  this  Board.'7 

And  then  it  goes  on  to  show  the  dates  when  that  rate  was 
effective,  that  is  from  a  certain  date,  and  then  it  goes  on 
"The  schedule  then  approved  is  as  follows 
The  first  150,000  cubic  feet  33^  net77. 

So  then  we  have  the  situation  that  early  in  1925 
or  before  the  Royalite  Agreement  was  signed,  the  rate  was 
43  cents  not,  and  then  we  have  in,  following  1926,  a  rate  of 
38  cents  and  now  we  arc  down  to  a  rate  of  53  cents,  and  do 


you  recall,  Mr*  Davis,  that  the  rate,  the  sale  rate  in  the 


, 
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Royalite  contract  of  1925  was  l’O  cants  and  9  cents,  do  you 
recall  that? 

A  Yes,  I  recall  that  it  was  higher  than  the  present  price. 

Q,  And  now  you.  :  ow  it  is  7f-  cents? 

A  That  is  right . 

Q,  here  you.  consulted,  or  did  you  have  any  part  in  the  negot¬ 
iations  that  led  to  that  reduction  to  7-J  cents? 

A  No,  nothing. 

Q,  Then  in  1931,  tic. Davis,  as  I  pointed  out,  there  was  another 
hearing  before  the  Board  as  shown  in  this  Exhibit  159,  and 
you  tool:  part  in  that  hearing? 

A  That  is  right . 

h  And  the  53  cent  rate  was  not  changed  at  all  at  that  time, 
do  you  recall  that? 

A  Well  I  do  not  recall  the  results  but  I  recall  the  hearing. 

Q,  That  is  what  happened  according  to  Exhibit  139 f  and  I  am 
giving  these,  iir .Davis,  because  later  on  I  want  to  put  a 
proposition  to  you  and  I  am  referring  you  to  this  clause  or 
clauses  in  the  judgment  of  the  Board  of  Public  Utility 
Commissioners  of  the  20th  day  of  July,  1931,  it  is  page  18 
•on  the  copy  which  I  happen  to  have,  and  the  heading  is 
'7Past  Surplus w; 

??  The  question  has  been  raised  in  this  case  as  to 

the  treatment  of  earnings  both  before  and  after  the 
hearing  of  1926,  showing  a  surplus  or  deficit  as 
compared  with  the  allowed  return. 

The  City  shows  that  these  excess  profits  in 
A927  ware  £>104, 967.00  and  in  1928,  $124,044.00, 
and  asks  that  these  amounts  bo  applied  by  the  Board 


in  rc-duction  of  the  future  rates. 

In  regard  to  the  1928  figures,  it  may  bo 


■ 
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"pointed  out  that  those  cover  the  whole  of  that  year. 

By  reason  of  the  agreement  between  the  City  and  the 
Company  in  1928,  when  the  rates  were  further  reduced, 
excess  profits  were  not  to  be  accounted  for  and 
deficits  we re  not  to  bo  further  considered." 

I  am  not  reading  it  all,  and  then  it  goes  on: 
n  The  Company  has  filed  statements  showing 

both  the  Company’s  surplus  earnings  and  defiaits 
as  far  back  as  1922,  and  according  to  its  figures 
the  total  deficit  of  the  Company  in  permitted 
earnings  from  that  time  to  October,  1928,  the 
time  when  the  agreement  in  question  came  into 
effect,  amounts  to  over  $556,  000 .00  .  ” 

Now  I  just  want  yon  to  keep  in  mind  the  gradual 
reduction  from  1953  to  1938,  and  the  facts,  as  mentioned 
here,  that  in  1928  and  1927,  they  had  surpluses,  and  prior 
to  that,  going  back  as  far  as  1922,  deficits  of  $556, 000.00. 

Now  I  suggest  to  you,  Mr* Davis,  another  matter 
which  I  wish  you  would  consider  and  it  is  this,  that  prior 
to  the  Royalite  agreement  in  1925,  the  G-as  Company  had  spent 
considerable  moneys  in  an  endeavour  to  obtain  on  its  own 
part  adequate  gas  supplies  and  reserves,  without  very 
much  success,  what  do  you  say  as  to  that? 

A  I  think  that  is  right. 

Q,  And  as  a  matter  of  fact  that  is  referred  to  in  this  Exhibit 
13  9,  but  I  will  not  take  the  time  to  read  it  now. 

Now  in  this  1931  hearing,  there  was  considerable 
concern,  as  I  understand  it,  expressed  by  you  and  by 'the 
Board,  as  to  the  Turner  Valley  supply  and  as  to  its  continued 
adequacy,  would  that  be  a  fair  way  of  putting  it? 
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Q- 

A 

Q, 

A 


Q, 

A 

d 

A 

Q. 


Oar-  concern  was . . 

Was  not  that . 

......was  due  to  the  extreme  wastage  going  on. 

Yes,  bat  first  of  all  I  asked  you,  was  there  a  concern  at 
that  time? 

I  do  not  recall  what  the  Board  may  have  expressed  in  that 

matter  bat  I  think  there  was  concorn  among  those  of  as  who 

/ 

were  dealing  with  the  problems  of  the  G-as  Company.  I  think 
wo  had  concern  and  openly  expressed  that  concern. 

LGt  me  refer  yoa  just  briefly  to  one  or  two  excerpts  from 
this  Order  of  1931,  and  it  may  refresh  yoar  memory? 

I  have  no  doabt  the  Board  had  concern.  They  should  have  had 
if  they  did  not  have  concern. 

And  you  had  concern? 

Ye s ,  I  had. 

In  one  place  in  the  decision  it  says  this: 

77  In  the  present  case  it  has  been  found  quite 

impossible  to  determine  any  gas  rate  save  upon  a 
temporary  basis.  Many  essential  elements  of 
expense  and  amortization  are  very  much  dependent 
upon  the  stability  and  duration  of  an  ample  supply 
of  gas  from  Turner  Valley.77 
And  then  on  page  3 : 

In  his  evidence,  Mr. Ralph  E. Davis  indicated 
a  probable  minimum  remaining  gas  reserve  in  the 
field  of  240  billion  .cubi c  feet.  Mr*  Stanley 
Davies  made  a  more  optimistic  estimate,  placing 
such  reserve  at  566  billion  cubic  feet.Tr 


J 


Chambers . 
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Q,  And.  then  there  follows  a  farther  statement.  Well  I  had  better 
read  it  to  you.  "The  130  billion  cubic  feet,  which  represents 
approximately  the  gas  production  for  a  year,  assuming  that  the 
40 fo  restriction  is  effective  and  that  no  further  wells  are 
brought  in,  amounts  to  one-half  of  Mr.  Ralph  E.  Davis1  estimate 
of  the  gas  remaining  in  the  field  and  a  little  loss  than  one- 
quarter  of  the  estimate  given  by  Mr.  Stanley  Davies". 

And  then  follows  this  paragraph: 

"The  loss  of  the  Turner  Valley  gas  supply  would  have  a 
disastrous  effect  upon  the  CompanyTs  service.  Unless 
the  Company  discovers  further  large  reserves  of  gas,  the 
sale  of  industrial  and.  commercial  gas  would  necessarily 
be  eliminated  and  this  would  throw  a  heavy  additional 
burden  upon  the  domestic  consumer.  The  resulting  increased, 
cost  of  domestic  gas  would  also  tend  to  reduce  that  con¬ 
sumption,  with  a  still  further  adverse  effect  upon  the 
price"  . 

Then  there  is  another  reference  later.  It 

says  this: 

"Conditions  not  under  the  control  of  either  the  Company  or 

the  public,  vitally  affect  the  earnings  of  this  system. 

These  conditions  are  subject  to  great  variation,  pnrtic- 
genera 1 

ularly  the /business  and  economic  situation  and  the  main¬ 
tenance  of  the  supply  of  low  priced,  gas  in  the  Turner 
Valley  field.  It  is  highly  desirable  that  a  change  in 
these  conditions  should  be  reflected  by  a  change  in  the 
rate,  before  the  accumulation  of  any  large  surplus  or 
deficiency  in  earnings  has  taken  place". 

Now,  having  read  that  to  you,  Mr.  Davis, 

I  suggost  to  you  that  the  Board  in  the.t  particular  case  nude 
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no  change  in  the  rate,  but  said  it  was  on  a  temporary  basis 
and  the  reason  for  it  was  the  concern  about  an  adequate 
supply  in  Turner  Valley.  Does  that  recall  anything  to  your 
memory  ? 

Well  I  am  sure  that  the  rate  arrived  at  at  that  time  took 
into  account  the  certainty  as  to  future  gas  supplies.  I 
believe  the  Board  at  that  time  authorized  the  Company  to 
pursue  a  policy  of  gas  exploration  and  allowed  them  a  certain 
amount  of  money  annually  for  the  purpose.  A  decision  though 
would  not  have  been  reached  had  there  been  an  assurance  of 
long  supply.  So  the  situation  in  Turner  Valley,  the  uncertain 
ty  as  to  the  future  certainly  had  a  bearing. 

Yes,,  now  there  was  another  change  in  rate.  Do  you  recall  in 
1939  ? 

I  have  been  aware  of  changes  from  time  to  time,  by  negotiation 
I  think. 

Well  this  Exhibit  134  shows  a  change  effected  in  October  12th, 
1939.  I  would  like  to  tender  os  an  Exhibit  certified  copy 
of  the  Order  of  the  Board  of  October  12th,  1939.  I  have  just 
the  one  copy. 

CERTIFIED  COPY  OF  THE  ORDER  OF  THE 
BOARD  DATED  OCTOBER  12,  1939  MARKED 
EXHIBIT  149. 

Were  you  acting  for  or  consulted  by  the  Gas  Company  in  the 
negotiations  that  led  up  to  this  now  arrangement  in  1939,  Mr. 
Davis  ? 

I  think  so.  I  think  that  is  true. 

And  I  notice  in  that  Order,  Exhibit  149,  there  appears  a  rate 
called  Domestic  Combination  Rate  No.  2.  The  first  four  Mcf 
$1.50  and  all  additional  twenty-seven  cents  per  month.  That 
was  the  first  time  that  rate  came  in  ? 
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in- 
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A  So  far  as  I  know. 

Q,  And  that  rate  is  the  most  popular  or  the  most  commonly  used 
of  domestic  rates  ? 

A  I  think  so. 

Q,.  Now  as  I  understand  it  Mr.  Davis,  and  I  am  asking  you  if  you 
can  enlighten  me  on  it  at  all,  that  about  that  same  time  in 
1939  there  were  certain  discussions  or  negotiations  between 
the  Royalite  Company  and.  the  Gas  Company  as  to  the  probable 
or  suggested  increase  so  far  as  Royalite  was  concerned  of  the 
seven  and  three-quarter  cents  ?  Do  you  recall  that  ? 

A  Yes,  I  think  that  is  right,  I  do  recall  suggestions. 

Q,  And  was  not  Royalite  in  1938  to  1939  suggesting  an  increase 
for  the  reasons  as  expressed  anyway  to  your  clients  that  it 
was  expending  considerable  monies  on  compressors  and  acquiring 
g^s  cap  wells.  Do  you  recall  that  ? 

A  I  am  frank  in  telling  you  I  do  not  recall  their  reasons.  I 
think  that  my  contact  at  that  time,  Mr.  Chambers,  was  not  in 
being  present  when  negotiations  between  the  two  were  conducted 
but  rather  I  w-.s  present  in  discussions  with  the  Gas  Company 
management . 

Q  And  nothing  arose  in  those  discussions  which  g^vo  you  any 
information  that  you  can  now  recall  ? 

A  Not  that  I  recall. 

I  see.  Now  what  do  you  say  as  to  this  Mr.  Davis.  DidnTt  you 
at  that  time  express  yourself  that  some  increase  was  warranted 
or  might  bo  warranted  ? 

A  I  do  not  think  so. 

Q,  You  do  not  recall  it  ? 

A  Well  it  is  a  surprise  that  you  suggest  that  I  did  say  that.  I 
have  no  recollection  of  rny  such  thought. 
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Then  in  1943,  the  Board  mado  a  further  Crdor  approving  a 

roduction  of  the  Calgary  rates  and  I  tondor  as  an  Exhibit 

certified  copy  of  an  Order  of  the  Board  of  Public  Utility 

Commissioners,  datad  26th  November,  1943. 

THE  CHAIRMAN:  And  you  can  odd  vory  reluctantly. 

CERTIFIED  COPY  OF  THE  ORDER  OF  THE 
BOARD  DATED  26TH  NOVEMBER  1943 
MARKED  EXHIBIT  150. 

MR.  CHAMBERS:  I  am  going  to  read  part  of  that  Order. 

This  is  the  Order  of  November  1943.  You  notice  the  Domestic 
Combination  Rate  No.  2,  first  four  Mcf  one  hundred  and  fifty, 

«  t 

and  then  all  additional  twenty-five.  In  other  words  - 
The  first  four  Mcf  $1.50,  you  said  one  hundred  and  fifty, 

I  am  sorry.  In  other  words,  the  old  twenty-seven  figure  now 
becomes  twenty-five.  Now  you  may  not  have  seen  this  Order 
and  I  have  not  read  it  recently,  but  I  want  to  read  for  the 
purpose  of  our  discussion,  the  first  part,  the  recital  clearly 
indicates  that  the  Order  or  rate  schedule  was  arrived  at  as 
the  result  of  negotiations  and  then  Clause  6  of  the  Board’s 
Order : 

"This  Order  is  made  by  the  Board  at  the  express  joint 
request  of  the  City  and  the  Company  and  so  far  as  is 

* 

known  to  the  Board  the  reduction  in  rates  effected  here¬ 
by  is  not  based  upon  any  scientific  principle  and  must  be 

4 

considered  to  have  been  arrived  at  on  the  b«sis  of  exped¬ 
iency.  In  granting  this  Order  the  Board  in  the  exercise 
of  its  powers  hereafter,  is  not  to  be  deemed  to  bo 

4 

prejudiced  hereby  nor  shall  this  Order  affect  any  con¬ 
sideration  to  be  given  by  the  Board  to  future  rates  to  be 
imposed  or  charged  by  the  Company  to  its  consumers." 

In  any  case  no  matter  what  the  reasons  for  the  matter  wore  now 
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they  arrived  at  in  1943,  late  in  1943,  with  the  domestic  rate 
at  twenty-five  cents  for  the  first  time.... 

That  is  right. 

43  cents 

In  other  words  we  had  back  in  1925/and  the  comparable  figure 

i 

in  1943  is  twenty-five  cents  ? 

I  am  not  sure  if  those  two  are  comparable.  In  any  case  they 
are  roughly  comparable. 

It  is  comparable  in  this  way,  it  is  the  popular  and  most 
generally  used  rate.  You  will  go  that  far  ? 

Well  the  figures  are  so  wide  apart  it  matters  not  whether 
they  be  comparable  or  not. 

Row  as  I  understand  it  during  that  period  from  1925  down  to 
the  present,  the  Gas  Company  has  not  spent  any  large  amount 
in  ensuring  its  own  gas  supply.  What  would  you  say  as  to 
tha  t  ? 

4 

Well  the  Gas  Company  for  many  years  has  maintained  a  Geolog¬ 
ical  Department.  A  Department  charged  with  the  duty  of  making 
studios  and  purveys  of  what  might  be  considered  prospective 
gas  land  and  there  was  some  exploration  work  carried  on,  field 
surveys  and  exploratory  drilling.  I  think  that  the  Gas 
Company  may  have  spent  in  that  time  period  that  you  have 
named,  maybe  a  million  dollars.  I  do  not  know. 

You  do  not  know  ? 

I  do  not  know  the  figure.  It  is  substantial. 

Well  would  you  agree  with  this,  whether  it  spent  little  or  no 
money  or  whothor  it  has  spent  largo  amounts  or  whether  or 
not  it  has  maintained  a  Geological  Department,  in  any  event 
it  has  not  found  any  appreciable  gas  reserve  of  its  own  in 
that  period  ? 

That  I  think  is  correct. 
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1  Now  I  think  Mr.  Davis,  you  told,  me  when  you  were  here  first 

in  this  Hearing  that  you  considered  it  good  and  sound  practice 
for  present  rates,  present  retail  rates,  to  provide  or  pay  in 
part  or  to  pay  out  that  way  something  to  ensure  future  gas 
supplies.  Do  you  recall  that  ? 

A  You  mean  when  I  was  here  in  March  of  this  year  ? 

Q,  March  of  last  year,  yes. 

A  Of  last  year. 

Q.  Yes. 

A  Well  I  do  not  recall  that,  but  I  do  not  deny  it  I  guess. 

Q,  My  recollection  is  that  you  said  that  was  sound  practice  ? 

A  Well  regardless  of  whether  I  said  that  at  that  time  it  would 

be  my  judgment  that  depending  upon  the  situation,  if  a  Gas 

i 

Company  has  a  prospective  shortage  of  gas  they  should  do  some- 

i 

thing  about  it  and  that  would  require  the  expenditure  of 
money..  If  they  are  not  facing  a  shortage  in  any  period  of 

years  that  we  would  consider  quite  a  long  period,  say  fifteen 

years  or  more,  then  I  would  not  think  it  too  smart  to  be 
spending  much  money.. 


(  Go  to  Page  5494  ) 
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Well,  Mr.  Davis,  is  not  this  the  basic  reason  why  it  is 
proper  to  include  it  in  present  rates  some  charge  or  expense 
for  maintaining  a  supply  fbr  the  future,  because  it  is  good 
business  in  t Dj  interests  of  the  consumer.  Is  not  that  the 
basic  reason  for  it? 

I  think  that  is  right.  I  think  it  is  right  that  the  supply 
for  the  future  should  be  protected.  I  think  that. 

And  if  the  protection  is  in  the  interests  of  the  consumer, 

he  should  pay  for  it. 

You  are  willing  to  have  me  think  that  if  the . 

All  I  am  just  trying  to  find  out  is  what  you  do  think. 

MR.  S  iT7T; :  What  Mr.  Davis  is  saying  is  you  are 

making  suggestions  to  him  and  I  think  he  ought  to  be 
allowed  to  explore  what  your  suggestion  is. 

MR  .  C  HAL  .  3'  ]R  .3 :  Oh  a  b  so  lut  el  y . 

If  the  prolonging  of  the  supply  in  Turner  Valley  being 
specific  now  is  positively  a  benefit  to  the  people  of 
Calgary  and  if  it  can  be  considered  as  of  no  benefit  what¬ 
ever  to  the  producers  in  Turner  Valley,  then  I  would  feel 

that  the  producers  should  not  share  in  the  expense  and  that 
he  who  does  benefit  should  pay.  You  are  asking  me  if  the 
people  of  Calgary,  through  their  Gas  Company  and  through 
a  somewhat  higher  rate,  should  not  pay  for  a  theoretical 
a  d  van  t  a  ge . 

Yes  ,  I  am  putting  the  proposition  generally.  Well  no,  not 
theoretical  advantage.  I  have  not  put  any  question  to  you 
about  Turner  Valley  yet.  7e  will  come  to  that  later.  Well, 
gp  ahead. 

I  would  say  that  it  is  a  benefit  to  prolong  your  supply 
end  secondly  he  who  benefits  from  that  prolongation  of 
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supply  should  pay  for  it.  As  a  theoretical  thing  and  that 
has  nothing  to  do  with  Turner  Valley.  Nothing  to  do  with 
Turner  Valley.  That  is  just  basic  principle. 

If  the  consuming  market,  the  consuming  fuel  market,  Calgary, 
is  assured  that  any  fufure  supply  or  any  money  spent  on  the 
future  supply  will  involve  that  supply  being  available  to  it 
and  not  to  somebody  else,  would  you  not  suggest  that  the 
consumer  under  those  circumstances  should  pay  for  it? 

Should  pay  all? 

Yes,  if  he  is  going  to  use  it? 

I  have  said  I  think  that  he  who  benefits  should  pay. 

Under  those  circumstances  he  is  bound  to  benefit? 

I  did  not  say  he  should  pay  all  the  benefit.  He  enjoys 
part  of  the  benefit.  Are  there*  not  others  who  benefit 
besides  that  fellow  in  Calgary? 

Well  now,  as  I  understand  it,  you  would  admit  to  me  that 
if  the  Gas  Company  is  itself  directly  spending  money  to 
insure  on  its  own  part  a  gas  supply  for  the  future  of 
Calgary,  that  they  should  be  reimbursed  through  present-day 
rates  the  money  they  now  spend  or  capital  charges  on  the 
money  they  now  spend.  Would  you  agree  with  that? 

That  sounds  fair.  Yes,  that  is  fair.  Somebody  has  to  pay, 
either  the  present  consumer  or  the  future  consumer. 

The  Gas  'Company  is  bene  fitting  by  that  expenditure  too  is 
it  n  ot  ? 

That  is  the  moneys  that  the  Gas  Gompaiy  spend? 

Yes  ? 

To  try  and  prolong  their  service? 

If  they  invest  money  they  should  get  a  return  on  it? 

Yes.  They  are  trying  to.  They  are  trying  to  benefit 
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thems  el  ves . 

Do  you  suggest  they  should  pay  part  of  that  expense  and 
that  they  shouli  take  a  lower  return  on  that  money  than 
on  some  other  money? 

Yes,  for  the  reason  that  their  pipeline  system,  everything 
practically,  wi  11,  if  it  spent  that  money  successfully,  have 
a  prolonged  life  and  any  business  that  is  assured  of  a 
prolonged  life  can  be  financed  on  lower  rates  for  money  and 
that  means  that  they  or  the  investors  in  their  securities 
ar  e  b  si  ng  .  .  .  .  . 

They  take  some  of  the  risk  out  of  the  business? 

Tha  t  is  ri  ght  . 

You  are  not  suggesting,  as  I  understand  it  -  oorrect  me  if 
I  an  wrong  -  that  the  Gas  Company,  this  one  or  any  other 
that  is  allowed  we  will  say  an  8 %  return  on  its  plant  and 
equipment,  and  spends  we  wi  11  say  $500,000.00  on  an  area 
for  gas  reserves,  are  you  suggesting  that  the  rate  of 
return  on  the  $500,000.00  should  be  a  lower  rate  than  8%? 

Oh  no  . 

I  see  ? 

The  $500,000.00  is  not  necessarily  a  capitalized  item 
anyw  ay  . 

I  am  assuming  it  was  in  this  particular  case? 

Even  if  it  be,  I  do  not  think  it  leads  to  any  good  to 
set  it  aside  and  give  it  some  different  rate  of  return. 

Well  now  ,  whether  or  not  the  money  that  is  spent  to 
assure  customers  of  future  supply  has  to  be  spent  by 
the  retail  supplier  or  the  wholesaler  who  supplies  that 
ret  ailer  would  not  ,  in  your  judgment  I  take  it  make  any 
particular  difference  as  to  whether  or  not  the  consumer 
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should  pay? 

A  I  think  that  is  proper. 

Q  Would  you  turn,  Mr.  Davis,  to  page  3  of  Exhibit  148,  your 
Report,  the  second  paragraph  and  the  last  sentence?  You 
sqy  "I  know  of  no  case  in  the  States  where  the  cost  of 
conservation  is  borne  by  any  party  other  than  the  party 
wasting  the  gas??’ 

New  I  suppose  that  the  feet  you  have  not  such  know  ledge  does 
not  necessarily  mean  there  have  been  no  such  cases,  you  will 
go  with  me  that  far? 

A  Yes,  sir. 

Q,  You  have  never  run  into  ,  as  I  under st  and  it  ,  cases  where 
surplus  gas  is  being  produced,  has  been  stored  and  the 
cost  thereof  included  in  the  current  rate? 

V 

A  *Gas  is  being  stored  in  a  good  many  places  in  the  States, 
a  good  many  fields,  I  would  say  approximately  50  storage 
fields  are  now  in  service  in  the  States  and  it  would  bo 
my  view  that  the  cost  of  preparing  the  field  for  storafee 
purposes  would  be  a  proper  capital  item  to  be  included  in 
the  rate  base.  The  cost  of  putting  gas  into  that  reservoir. 

Q  Including  the  cost  of  gathering  it  and  bringing  it  there? 

A  The  cost  of  the  gas.  When  it  gets  to  that  point  it  has 

been  .....  ^he  cost  of  bringing  it  there  has  been 
included  in  the  price  at  that  point.  So  I  would  say  that 
in  maybe  50  spots  in  America  the  storage  of  gas  is  in  my 
judgment  a  proper  charge  to  the  consumer,  in  those  50 
places.  I  am  trying  to  think,  Mr.  Chambers,  if  I  can 
recall  whether  any  one  of  them  is  used  for  the  purpose  of 
gas  conservation.  We  were  using  Bow  Island  here,  the 
Canadian  Western,  for  a  period  of  years,  for  the  purpose  of 
assuring  a  somewhat  longer  supply  or  of  equal  importance 
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and  maybe  greater  importance,  assuring  us  of  a  deliverebility 
■when  the  day  came  that  Royal  it  e  would  not  be  able  to  meet 
our  peak  load.  Now  there  was  a  combined  objective.  The 
conservation  was  part  of  it  and  the  improvement  or  assurance 
of  a  good  service  and  a  somewhat  longer  life.  But  generally 
speaking,  Mr.  Chambers,  the  cases  I  speak  of  where  gas  is 
stored  in  reservoirs  is  for  Ihe  continuity  of  good  service 
so  that  we  will  not  have  these  cold  days  in  winter  when  the 
company  cannot  meet  its  requirements.  The  company  uses 
the  gas  storage  reservoir  even  if  there  be  no  gas  wasted  in 
or  along  its  system.  Take  the  Oklahoma  Natural  Gas  Company. 

I  am  consulting  geologist  to  that  company.  I  am  familiar 
with  their  operation.  I  have  urged  that  company  for  years 
to  have  storage  fields.  One  storage  field  was  put  into 
service  about  three  years  ago,  a  second  storage  field  will 
be  in  service  right  now,  this  winter  and  there  are  plans  for 
a  third  one.  That  is  not  the  same  gas  that  is  going  into 
the  air.  That  is  so  that  we  will  have  gas  close  to  our 
market  and  on  a  cold  day  can  take  care  of  the  needs  of  the 
market  even  thought  there  might  be  breaks  in  the  line. 

And  the  consumer  pays  for  it  there? 

That  is  right. 

Currently,  because  it  is  .  .  .  .  . 

That  is  right. 

Because  it  is  to  his  advantage? 

Tha  t  is  ri gh t . 

And  it  is  of  value  to  him? 

That  is  right.  I  will  go  so  far,  I  think  you  are  leading 
to  the  point  that  if  gas  be  conserved  in  Turner  Valley  - 
is  that  not  what  we  are  talking  about? 
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I  was . 

Let  us  get  to  that  . 

I  was  discussing  the  United  States  situation  with  you? 

Well  go  ahead. 

You  said  you  knew  of  no  case  and  I  just  wanted  to  draw  your 
attention . 

I  know  then  of  50  cases  where  gas  is  put  into  the  ground  in 
storage  reservoirs,  50  or  more  or  less,  and  not  because  it 
is  a  problem  of  conserving  gas. 

Where  does  that  gas  come  from? 

In  the  case  of  the  Oklahoma  Natural  Gas  Company,  it  comes 
from  any  number  of  fields. 

Do  they  take  it  out  for  the  sake  of  taking  it  out  and 
bringing  it  nearer  to  the  market  and  putting  it  into  the 
ground  again? 

Exactly  That  is  it.  It  is  like  having  flour  in  your 
pantry,  you  do  not  want  to  go  to  the  wholesale  house  every 
morning  to  get  buckwheat  flour  for  breakfast.  You  want  it 
where  you  can  put  your  hand  on  it. 

I  suggest  to  yo  u ,  Mr.  Davis,  that  some  of  that  gas  that  is 
stored  represents  excess  gas  from  an  oil  field? 

There  are  cases.  There  are  cases. 

And  that  excess  gas  is  stored  nearer  the  market  to  insure 
an  adequate  supply  to  the  market  or  a  continuous  supply  to 
the  market? 

THE  CHAIRMAN :  Mr.  Davis  did  not  say  that,  Mr.  Chambers, 

with  reference  to  excess  gas  from  an  oil  field.  It  may  be 
true  but  he  did  not  say  it  yet. 

MR.  CHAMBERS:  I  am  asking  if  some  of  this  gas  you 

have  been  talking  about  previously  as  being  stored  closer 


c 


T-l-7 


Ralph  E.  Davis, 

Cross -Exam,  by  Mr.  Chambers. 

-  55  00  - 

to  "the  market  does  not  consist  of  excess  gas  from  some  oil 
field  ? 

A  I  say  that  there  are  cases  in  which  that  is  true.  The 

Panhandle  Eastern  Pipeline  Company  delivers  gas  to  the  Ohio 
Fuel  supply  Company  in  Ohio,  gas  produced  in  the  Hugoton 
and  Amarillo  fields  and  no  part  of  that  is  oil  field  gas.  It 
is  gas  from  gas  wells  , 
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Q.  Yes? 

A  And.  that,  gas  is  drilled  right  there  and  in  the 
straight  into  the  distribution  lino  and  in  the 
the  storage  lino,  gas  from  gas  wells  that  is. 

Q,  Now  let  us  get  this  clear,  is  not  some  of  that 
stored  near  the  market  or  along  the  pipe  line, 
gas  in  some  instances  come  from  an  oil  well? 

A  That  is  right,  in  some  instances. 

Q,  Yes  ,  and . 

A  Specifically  in  California,  all  of  it  in  California,  that 
gas  being  in  storage,  comes  from  oil  wells. 

Q,  And  the  cost  of  transporting  it  to  the  storage  area  and 

storing  it  is  included  as  part  of  the  Pipe  Line  Company Ts 
current  charges? 

A  I  think  so*,  should  bo  and  is  . 

Q,  Now,  Ur*  Davis,  in  a  part  of  your  Exhibit  148  you  tell  us 

about  the  various  conservation  plans  and  storage  under 
various  conditions,  and  as  I  understand  it  in  recent  times 

you  have  given  some  study  to  this  question  of  gas  conser¬ 

vation,  it  is  a  matter  that  is  up,  quite  a  live  question  in 
the  States  today,  is  it  not? 

A  Ygs,  as  long  ago  as  ton  years  I  have  addressed  the  Natural  Gas 
Division  of  the  American  G-as  Association  on  the 
subject  of  gas  conservation. 

I  ha je  been  a  conservationist  ever  since  I  was 
•  Id  enough  to  think. 

Q,  Now,  Mr. Davis,  is  this  not  so,  that  there  is  no  legislation 
in  the  United  States  which  goes  as  far  as  this  Natural  Gas 
Utilities  Act  of  ours,  in  respect  of  fixing  the  prioe  of  the 
gas  at  the  well  head,  at  which  the  operators  can  sell  it? 

A  I  know  of  no  like  legislation  in  our  States. 
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In  other  words,  if  a  man  down  in  the  United  States,  that 
puts  his  gas  in  the  storage  area,  on  his  own  and  pays  for  it, 
I  moan  ho  at  least  has  a  gamble  on  it,  that  ho  is  entitled 
to  and  can  get  whatever  price  the  market  will  stand  at  the 
time  he  produced  it? 

That  is  right . 

Row  do  I  understand  correctly  your  reasoning  to  be  this,  or 
your  statement,  that  the  absorption  plant  in  Turner  Valley 
should  not  be  charged  for  the  gathering  costs  on  the  volumes, 
and  that  the  gathering  of  the  storage  gas  should  not  be 
charged  on  the  current  consumer  rate  because  this  question 
of  conservation  is  involved,  is  that  right?  Well,  let  us 
first  take  this  and  see  whether  that  is  what  you  recommend; 
first  of  all,  you  do  not  think  that  the  absorption  plant 
should  be  merely  charged  for  the  use,  -  per  M.C.F.  gathering 
costs  based  on  the  volume  used,  am  I  right  in  that? 

What  do  you  call  these  plants,  "gasoline  plants"? 

Ye  s ,  gasoline  r l an t  s  ? 

Well  the  gasoline  plants  were  there  before  this  conservation 
scheme  has  been  put  into  effect.  The  gas  or  some  of  the 
gas  at  least,  had  been  flowing  into  the  gasoline  plant. 

That  is  right,  and  pardon  me,  I  do  not  want  to  interrupt  you 
unduly  now,  and  I  am  going  to  deal  with  that  later,  but  I 
am  asking  you,  you  recommend,  as  I  understand  from  your 
Report,  that  they  should  be  charged  more  than  on  a  volume 
basis,  of  tho  volume  which  is  used  in  their  plant  and  retained 
there? 

Meaning  that  if  they  take  out  or  use  ten  to  fifteen  per  cent 
and  relay  but  85  or  90  per  cent,  I  say  that  the  operator  of 
that  plant  should  pay  very  much  more  than  ten  to  fifteen 


per  cent. 
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Q,  Yes,  and  then  do  I  understand  it  from  your  Report  f  Exhibit 
148,  you  also  think  that  the  gathering  of  that  gas  which  is 
to  be  stored,  should  not  be  charged  in  the  current  rate  to 
the  consumer? 

A  I  would  admit  charging  the  consumers  a  proper  fair  share  of 
that,  not  all  of  that,  because  they  are  not  the  only  bene¬ 
ficiaries.  We  do  not  even  know  that  they  are  a  beneficiary, 
and  I  cannot  agree  that  you  should  charge  the  consumer  for 
the  cost  of  storing  gas  when  the  benefit  to  them  may  never 
accrue  to  them. 

Q,  No  ,  but  now  assume,  assume  with  me,  that  that  stored  gas 

were  held  in  trust  by  a  Board  Order  or  some  arrangement,  for 
the  Calgary  market,  would  that  have  any  effect  on  your 
opinion? 

A  It  surely  would. 

Q,  Under  those  circumstances  would  you  say  that  the  consumers 
should  properly  pay  in  the  current  rate  for  those  charges? 

A  If  I  could  be  sure  that  the  Order  of  the  Board  would  stand 
15  or  20  years  and  not  bo  amended  by  future  revision. 

You  see  when  a  man,  you  might  say,  loans  money,  you  are  asking 
the  consumer  to  loan  money  on  this  gas  to  bo,  they  would  got 
their  money  back  in  1960. 

Q,  In  other  words,  your-  main  concern  would  be  that  tho  matter 

should  be  sewn  up  tight  and  no  possibility  of  it  being  broken? 

A  If,  as  you  say,  it  is  positive  that  tho  consumers  ar  e  going  to 
benefit,  I  am  willing  for  them  to  pay  their  proper  share  of 
that » 

Q,  But  as  I  understand  it  then,  your  reasoning  why  tho  absorption 
plant  should  be  charged  on  a  larger  basis  or  per  cent  age  than 
tho  mere  volume  retained  there,  is  on  account  of  this  conser¬ 
vation  concept  which  you  have  in  mind? 
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A  No,  not  that  particularly. 

Q,  Well  then  what? 

A  The  benefits  derived,  by  that  gasoline  plant  operator  from 
its  stream  of  gas  and  gasoline  vapour. 

Q,  Yes? 

A  Is,  in  my  opinion,  greater  than  ten  or  fifteen  per  cent  *f 
the  total  benefit.  I  want  that  point  clear  to  you,  Mr. 
Chambers,  the  operator  of  the  gasoline  plant,  in  my  opinion, 
benefits  to  a  degree  greater  than  ten  or  fifteen  per  cent 
of  the  total  benefit  enjoyed  by  someone. 

Q,  I  was  looking  for  that  part  of  your  report,  Mp. Davis, 

Exhibit  148,  where  you  make  reference  to  that? 

A  That  is  over  in  the  latter  part,  I  believe. 

all 

Q,  Where  you  make  reference  to  the  gatheiing  lines/over  the 

country*  that  is  what  I  had  in  mind,  about  the  wells  all  over 
the  country? 

MR.  STEER:  It  is  the  last  paragraph  on  EagG  12. 

MR.  CHAJBSRS:  No,  that  is  not  what  I  am  referring 

to,  oh  yes,  this  is  it,  on  page  7: 

n  The  gas  from  the  oil  wells  requires  a  gathering 

lino  to  each  well  and  the  amount  of  gas  produced  by 
each  well  is  limited  by  legal  restriction. u 
Aid  aside  from  what  you  have  said  here,  the  suggestion  has 
been  made  during  this  Hearing,  that  they  have  wells  scattered 
all  over  that  area  and  that  it  is  too  large  a  gathering 
system,  I  am  just  suggesting  that  to  you  for  what  it  is  worth? 

A  You  say  and  "too  large  a  gathering  system77? 

Q,  Yqs,  I  man  running  around  to  too  many  wells  and  so  on,  I 

mean  that  suggestion  has  boon  made,  I  am  not  saying  whether 
it  is  good,  bad  or  indifferent,  and  I  think  the  fact  that  you 
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.  Tt  The  gas  from  the  oil  wells  requires  a  gathering 

line  to  each  well  and  the  amount  of  gas  produced  by 
oach  well  is  limited  by  legal  restriction.”, 
lends  weight  to  that,  but  now  all  I  want  to  get  clear  is 
whether  you  are  referring  to  that  as  one  of  the  reasons  why 
all  the  gathering  charges  of  ropressuring  gas  should  not 
be  charged  to  the  consumer,  and  also  as  one  of  the  reasons 
as  to  why  the  absorption  plant  should  pay  more  than  it 
would  pay  on  a  volume  basis,  based  on  what  it  retains? 

A  I  do  not  believe  there  is  any  connection. 

Q,  I  see.  I  just  wanted  that. 

A  I  would  like  to  toll  you  a  little  more  of  my  thought  about 
t  hat ,  M r-  •  C hamb ers  . 

Q,  I  will  bo  very  glad  to  hoar  it? 

A  If  the  gasoline  plant  operator,  in  receiving  the  stream  of 
gas  with  its  component  gasoline  bases,  were  to  take  10$ 
of  that  stream,  maybe  gasoline  and  a  little  vapour,  and 
someone  else  took  90$,  we  would  both  agree  that  the  division 
of  cost  should  be  as  10  and  90? 

Q,  Tes  ? 

A  But  the  gasoline  plant  operator  takes  out  of  thatstream 

a  portion  of  it  of  peculiar  and  higher  value,  that  is  recog- 
ni  zed? 

Q,  Well  just  in  that  connection,  Hr>.  Davis,  what  he  takes  out 
of  high  value  ho  pays  somebody  else  for  it,  does  he  not? 

A  In  that  case  he  pays  a  royalty. 

Q,  XqS ,  he  processes  it? 

A  He  pays  a  royalty,  but  ho  takes  out  something  and  with  the 

remaining  80 $,  what  he  takes  out  has  had  a  value  through  the 
years  sufficient  to  attract  his  capital  into  the  venture, 
even  knowing  that  the  90$,  being  the  stripped  gas,  would  be 
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vented  into  the  air.  I  would  be  willing  to  go  along  on  a 
scheme  that  I  might  formulate  or  anyone  else  might  formulate, 
that  would  divide  that  cost  between  the  two  interests,  some¬ 
where  nearly  according  to  their  relative  benefit,  and  if 
the  gasoline  operator  docs  benefit  equally  with  the  fellow 
who  takes  the  gas  at  that  point,  I  would  say  then  Hbet  him 
pay  half” . 

Q,  No  v,  mr  *  Davis  »»»»»» 

A  That  is  one  illustration. 

Q,  Yes? 

A  In  this  document  it  is  somewhat  different . 

Q,  And  I  proper,  e  to  deal  with  that  a  little  later? 

A  All  right . 

THE  CHAIRMAN:  But,  Mr  •  Chambers,  every  time  you 

say  ”a  little  later”  you  fill  me  with  alarm. 

WITNESS:  Me  too. 

THE  CHAIRMAN:  For  this  reason,  that  Mr*Davis  has 

his  reservations  to  go  back  home  tonight  and  there  are  several 
other  gentlemen  who  have  been  sharpening  their  pencils  and 
their  swords  and  it  is  quite  obvious  that  we  will  not  now 
finish  this  morning . 

MR.  CHAMBERS :  I  must  apologize  for  taking  the  time 

I  did,  but  I  did  not  know  that  Mr. Davis  had  his  reservations 
for  tonight. 

THE  CHAIRMAN:  No,  there  is  no  need  to  apologize, 

Mr*  Chambers.  You  are  exercising  your  rights  quite  properly 
but  I  wanted  to  know,  how  we  are  going  to  proceed,  if  Mr* 

Davis  is  going  to  get  away  tonight  we  must  then  sit  this 
afternoon,  and  wo  have  Dr*  Katz  here  from  Ann  Arbor,  and  I 
had  arranged  with  him  a  meeting  for  this  afternoon  where  you 
gentlemen  wore  going  to  bo  invited  to  sit  in,  to  discuss  sharing 
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position  and  reprcssuring,  and  things  of  that  kind. 

UR.  CHAE5BER3:  I  do  not  think  I  will  bo  mar- g  than 


ano 

thcr  hour, 

I  hope  not,  and 

I  will 

try  to 

finish  in  that. 

THE 

C  HAIRUAN : 

That 

is  one 

hour  m 

ore? 

T  Up 

OHAr.BERo : 

One 

hour  from  now , 

and  I  think  I  can 

finish  in  that  time . 


THE  CHAIRMAN: 


That  will  be  half  past  clc-von.  How 


long  arc  you  going  to  take,  Ur.  McDonald? 

UK.  MCDONALD:  Not  very  3-ong*  Mr.  Chambers  has 

brought  out  most  of  the  things  that  I  wished  to  get. 


THE  C  HAI RUAN :  Yo  u ,  Mr • Fene  r  t  y ? 

MR.  FENERTY :  I  might  say  fifteen  minutes,!  will 


say  twenty  minutes  to  be  safe. 

THE  CHAIRMAN:  Mr.  Iiarvic? 

MR.  HARV1E :  It  largely  depends  on  just  how  thor¬ 

oughly  other  counsel  cover  matters. 

There  is  another-  phase,  Ur  .Chairman, 
that  I  am  somewhat  in  a  quandary  as  to  what  I  should  do 
about  it,  I  did  not  receive  this  memorandum  in  time  to  have 
it  sent  to  Toronto  so  that  I  could  get  instructions  by  return 
mail,  I  am  hoping  to  receive  those  instructions  over  the 

noon  hour  or  later  on  this  afternoon.  I  had  no  knowledge  at 
all  that  IIr •Davis  was  leaving  tonight. 

THE  CHAIRMAN:  That  is  the  position,  Mr.  Davis, 

is  it*,  that  you  have  your  reservations  for  tonight? 

WITNESS:  Ycs,  I  have  my  reservations  for 

tonight,  that  is  true. 

UR.HARVIE:  And  maybe  for  tomorrow  too,  or 

some  t inc  later? 

WIINEJS:  No,  I  have  only  the  one  reservation. 

I  want  to  moot  the  obligation  that  I  an  under  here,  I  do  not 
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want  to  ran  away  bat  if  yoa  go  ala  finish  with  me  today  • 

I  woald  appreciate  it  very  very  much.  I  do  not  know 
whether  I  coaid  get  a  reservation  for  one  day  later,  and 
even  if  I  coaid,  I  woald  like  to  go  tonight  if  that  is  at 
all  possible.  I  have  pressare  on  me  that  gets  heavier  with 
every  delay. 

LT1.  IIARVIE:  We,  as  yoa  know,  Mr*  Chairman,  have 

all  oar  records  in  the  Toronto  Office  and  we  have  to  receive 
instractions  from  there,  and  it  was  only  Saturday  that  I 
received  any  copy  of  this,  and  it  has  been  difficult  for  mo 
to  get  those  instractions.  I  will  do  everything  I  can, 

Mr. Davis,  to  see  that  you  get  away  tonight,  but  on  the  other 
hand,  I  do  not  think  it  is  possible  for  me  to  discuss  this 
with  you  intelligently,  with  the  information  I  have  hero, 
without  getting  instructions  from  Toronto. 
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THE  CHAIRMAN:  I  am  prepared,  to  sit  in  the  afternoon 

and.  if  I  do  that  I  will  expect  you  gentlemen  to  sit  in  on 
evening  session  with  Ir.  Katz. 

MR.  CH-iMBERS:  I  quite  agree  and  appreciate  the  Board’s 

attitude  in  taking  that  time. 

MR.  CHAMBERS:  Well  I  will  try  to  hurry  on  os  much  as 

possible.  I  am  coming  now  to  what  I  had  in  mind  in  our  dis¬ 
cussions  this  morning.  I  refer  you  to  Page  10  in  the  last 
paragraph  and  starting  with  the  third  sentence; 

"I  believe  that  in  the  end  the  Board  will  have  to  reach  a 
conclusion  based  largely  upon  its  judgment,  and  in  reach- 

4 

ing  its  conclusion  the  Board  undoubtedly  will  give  con¬ 
sideration  to  the  fact  that  the  depleted  condition  of 
Turner  Valley  has  resulted  from  the  practice  of  flaring 
the  gas  through  the  many  years  past," 

Let  us  pause  there  a  few  moments.  In  reaching  its  conclusion 
the  Board  undoubtedly  -  do  I  gather  from  that  you  think  they 
should  or  respectfully  recommend  or  feel  sure  ? 

All  throe. 

In  any  event  that  is  your  view  anyway  ? 

Vno 

jL  K-»  • 

"Resulting  in  a  lower  pressure  so  that  today  tho  cost  of 
gathering  gas  and  delivering  it  at  300  pounds  pressure 
is  substantially  greater  than  it  would  hevo  been  had 
there  been  a  reasonable  conservation  in  past  years". 

Then  you  say  again: 

"The  Board  undoubtedly  will  give  consideration  to  the 
fact  that  the  gas  has  to  bo  gathered  from  many  wells, 
each  producing  a  small  quantity  of  gas  and  that  this 
gas  is  sour  gas  and  therefore  substantia lly  loss  valuable 
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than  sweet  gas  would  be  under  conditions  otherwise 
similar” . 

And  there  again  as  I  understand  it  you  recommend  that  ? 

All  three. 

THE  CHAIRMAN:  At  that  point,  Mr.  Davis,  as  I  understand 

it  the  gas  producers,  that  is  in  the  crude  zone,  have  no 
market  for  that  gas.  They  had  only  one  thing  to  do  with  it, 
pop  it  into  the  a ir  ? 

I  have  greater  sympathy  for  the  crude  producers  than  I  have 
for  the  man  who  took  part  in  liberating  five  hundred  million 
cubic  feet  a  day  from  tho  gas  cap  in  years  past.  I  have  a 
little  sympathy  for  tho  man  who  has  to  bring  that  gas  up  in 
order  to  get  his  oil  up  and  oil  is  of  much  greater  value.  In 
other  words  it  is  a  common  practice  to  flare  oil  field  gas. 

MR.  CHAMBERS:  I  gather  from  that  that  your  view  is  that 

it  is  a  difficult  job  that  this  Board  is  charged  with  in 
fixing  this  well  head  price  ? 

I  think  it  is  on  extremely  difficult  job. 

But  you  recall  we  read  together  yesterday  Section  72  (1A) 
the  Board  you  will  recall  is  charged  with  fixing  a  just  and 
reasonable  price  no  matter  whether  they  uso  the  investment 
theory  or  some  other  theory  as  you  call  it  ? 

Yes. 

THE  CHAIRMAN:  And  above  a  11  I  do  not  have  to  give  you 

reasons  unless  I  went  to. 

MR.  CHAMBERS :  There  might  be  some  question  in  that,  end 

you  will  also  egroe  Mr.  Davis  that  since  the  Act  was  passed 
on  March  24th,  1944,  and  I  think  you  have  already  told  us  that 
tho  woll  owner  is  not  a  free  agent  in  producing  or  selling  his 
gas  for  tho  price  thr>t  he  could  demand  for  it  ? 
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No,  ho  was  a  froo  agont  for  all  previous  periods  of  time. 
During  thoso  periods  of  time  he  never  sold  any  gas.  Now  he 
has  lost  his  freedom  and  for  that  ho  has  gained  a  share  in 
the  market  and  it  seems  to  me  he  is  better  off. 

MR.  STEER:  I  think  you  had  better  say  you  assume  he 

has  lost  his  freedom  because  wehther  or  not  he  has  lost  his 
freedom  depends  upon  the  interpretation  of  the  Act,  Mr. 

Cha irman. 

MR.  CHAMBERS:  Would  you  say  this,  Mr.  Davis,  that  as 

you  view  the  situation,  the  gas  at  the  well  head  is  now 
devoted  to  the  public  service  or  it  is  impressed  into  public 
int  erests . 

MR.  STEER:  That  again  Mr.  Chambers  depends  upon  the 

interpretation  of  the  Act  and  I  think  it  is  not  a  proper 
question  for  this  witness. 

MR.  CHAMBERS :  I  want  to  ask  him  what  he  hod  in  mind. 

He  comes  here  with  an  opinion  and  ho  must  predicate  that  upon 
certain  things. 

MR.  STEER:  I  submit  this  witness  is  not  an  expert  in 

law. 

THE  CHAIRMAN :  You  can  ask  him  to  assume  that. 

L 

MR.  CHAMBERS:  I  submit  he  is  making  certain  recommend¬ 

ations  and  ho  is  weighing  the  pros  and  cons. 

THE  CHAIRMAN:  You  can  ask  him  having  made  certain 

assumptions  in  arriving  at  that,  but  Mr.  Steer  is 

preserving  his  own  as  well  as  the  position  of  others  who 
may  say,  I  hove  a  gas  well  and  I  am  sending  the  gas  to  the 
City  of  Calgary  at  the  moment,  but  there  is  another  industry 
setting  up  next  to  my  gas  well  and  I  may  send  it  there.  Is 


that  it  ? 
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MR.  STEER:  Yes. 

MR.  CHAMBERS:  I  do  not  wish  to  suggest  that  what  this 

witness  says  will  determine  the  interpretation  of  the  Act.  I 
just  wanted  to  get  what  this  witness  has  in  his  mind. 

MR.  FENERTY :  Before  my  friend  proceeds,  perhaps  in 

order  to  be  fair  to  the  witness  in  referring  to  the  public  in¬ 
terest  that  the  witness  has  been  talking  about.  The  citizens 
of  Calgary  is  the  public  interest  that  my  friend  is  talking 
about , 

MR.  CHAMBERS:  Perhaps  if  the  witness  has  a  chance  to 

answer  the  question  he  will  bring  that  out.  Did  you  assume, 

Mr.  Davis,  that  gas  at  the  well  head  as  produced  now  is 
impressed  in  the  public  interest  ? 

Well  I  considered  that  the  gas  is  to  be  delivered  to  whomever 
the  Board  directs  it  to  be  delivered  to  and  that  may  be  the 
people  of  Calgary.  It  might  be  anyone  else. 

You  assume  that  the  Board  is  boss  ? 

Yes  sir. 

Well  probably  that  is  it.  As  I  understand  it,  you  in  effect 
say  to  this  Board  now  that  it  should  now  decide  this  compulsory 
well  head  price  by  fudging,  assessing  and  considering  all  the 
facts  and  circumstances  of  the  development  and  operations  in 
the  Turner  Valley  field  from  1921  up  to  the  present.  Is  that 
a  fair  way  to  put  it  ? 

Tha  t  is. 

Now,  Mr.  Davis,  this  gas  at  the  well  head  in  your  understanding, 
os  I  understand  it,  is  subject  to  somebodyTs  direction,  the 
Board’s  ? 

That  is  right. 

Now  that  is  not  the  situation  is  it,  or  is  it  ?  Let  me  put  it 
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this  way.  Is  it  your  understanding  that  does  not  ripply  to 
the  wet  component  of  that  gas  ? 

L 

A  I  have  not  thought  of  that,  Mr.  Chambers,  but  I  am  not  in¬ 
clined  to  think  that  you  oould  assume  that  the  Methane  is 
under  Board  control  and  that  Ethane  is  not. 

Q,  No. 

A  I  presume  that  the  Board  does  not  assume  to  direct  the  selling 
of  the  gasoline  after  it  has  been  taken  from  the  gas  cleaner. 

I  have  not  thought  of  that  myself  and  I  do  not  know  what  the 
Board  will  think  about  it. 

Q.  I  think  you  have  told  us  that  you  have  read  the  Act.  Do  you 
recall  anything  about  that  ?  What  I  am  getting  at  is  this, 
that  Section  71  (1)  of  the  Act  as  amended  in  1945,  you  see 
Section  72  (1),  sub-section  (a)  provides  for  the  Board  fix¬ 
ing  o  just  and  reasonable  price  for  natural  gas  in  its 
natural  state  when  it  leaves  the  separator.  Now  then  here 
is  the  proviso: 

’’Provided  always  that  the  price  or  prices  fixed  pursuant 
to  any  oi  cue  provisions  of  this  paragraph  shall  not 
include  any  price  or  value  of  any  component  pert  of  the 
natural  gas  to  be  extracted  therefrom  and  sold  before 

4 

dolivory  of  tho  natural  gas  to  a  public  utility  as 
defined  by  this  Act  or  by  The  Public  Utilities  Act  for 

i  i 

distribution  to  the  ultimate  consumer;  45-31-4.” 

What  I  am  wanting  to  get  at  is  whether  you  are  taking  that 
into  consideration  when  you  are  making  these  recommendations 
that  ere  contained  in  your  report  ? 

A  I  do  not  think  that  I  thought  of  it  at  all.  Now  that  I  do 

think  of  it  I  do  not  see  how  it  could  have  any  tearing  on  my 
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1  Well  will  you  assume  with  me... 

A  You  understand  now  I  am  talking  in  my  recommendation  what  I 
4}  think  is  a  reasonable  price  for  the  gas  as  such. 

Q,  Pardon  me,  I  am  referring  now  particularly  to  this  gathering 
charge  that  is  to  be  made  to  absorption  plants. 

A  Forgetting  what  I  think  gas  is  worth  ?  Who  is  to  pay  for 
gathering  ? 

Q,  Yes.  I  am  now  directing  attention  to  the  basis  of  the  gather 
ing  charge.  Now  when  you  made  this  recommendation  of  190  or 
in  the  hundred  and  nineties,  had  you  that  in  mind  or  had  you 
taken  that  provision  into  consideration  that  I  have  just 
referred  you  to  ? 

4*  A  No  sir,  I  have  not,  and  I  do  not  believe  that  it  matters. 

a  That  is  fine. 

A  In  any  case  the  Board  is  under  obligation  to  fix  a  fair 

price  and  if  they  fix  a  fair  price  for  the  gasoline  everybody 
will  know  whether  or  not  it  is  fair  or  not  in  that  case. 

Q,  Will  you  assume  with  me  this,  that  the  wet  component  at  the 
well  head  belongs  to  the  producer  or  to  somebody  to  whom  ho 
sells  it.  That  is  the  first  assumption  ? 

A  Yes. 

Q,  Second,  that  the  residue  part  of  the  gas,  the  rest  of  it  is 

▼  owned  by  somebody  else  say  ei ther  the  producer  or  the  utility 

company.  Well  let  us  assume  it  is  owned  by  the  utility 
company . 

A  Well  when  the  two  products  are  travelling  together  in  the 
pipe  I  do  not  know  whether  that  is  true  or  not. 

Q,  Well  I  am  asking  you  to  assume  that. 

A  That  they  are  owned  by  two  different  parties  ? 

Q,  Yes. 
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A  All  right. 

A  Then  if  that  assumption  is  correct  we  havo  the  gathering 
company,  which  is  a  utility  under  this  Act  as  you  know  ? 

A  Yes . 

Q,  That  is  carrying  property  for  two  different  parties.  The 
wet  component  owned  by  one  party  and  the  dry  component  by 
some  other  party  or  the  gathering  company  itself.  That  is 
the  position  that  I  am  asking  you  to  assume.  Now  you  have 
already  told  us  Mr.  Davis,  that  you  have  had  considerable 
experience  and  are  familiar  with  public  utility  matters  over 
a  great  many  years  in  the  States  and  more  than  one  State  ? 

A  Natural  Gas  Public  Utilities. 

A  Now  I  suggest  to  you,  Mr.  Davis,  that  the  only  concern  of  the 
public  utility  is  that  it  should  receive  its  full  costs  for 
the  service  it  renders.  Do  you  agree  with  that  proposition  ? 

A  Well  a  public  utility  properly  managed  has  not  only  an  obliga¬ 
tion  to  make  money  for  the  shareholders,  it  has  an  obligation 
to  render  a  good  service  to  the  public. 

Q,  Yes,  but  I  am  referring  now  to  charges. 

A  You  are  referring  just  now  to  the  money  end  of  it  ? 

Q,  Yes . 

A  Well  their  particular  concern  there  is  to  see  they  do  not 
lose  money,  that  they  make  some. 

A  And  I  also  suggest  to  you  that  in  the  light  of  your  experience 
that  what  use  the  customer  makes  of  that  service  which  the 
utility  renders  or  the  profits  that  he  makes  out  of  that 
service  is  of  no  concern  to  the  utility  company  itself.  What 
do  you  say  as  to  that  ? 

A  Are  you  asking  me  if  I  think  the  utility  company  might  or 

might  not  bo  interested  in  the  purpose  of  a  customor  in  using 
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some  gas.  Is  that  the  question  ? 

Unless  it  makes-the  kind  of  service  he  takes  drive  the 
utility  cost  up,  but  I  mean,  assuming  that  you  have  two 
customers  that  take  the  same  kind  of  a  load.  One  makes  a 
lot  of  money  out  of  his  load.  The  other  fellow  may  be  losing 
money.  Now  I  am  suggesting  to  you  that  that  matter  is  no 
concern  to  the  utility  so  far  as  the  amount  of  its  charges  ? 

I  follow  your  reasoning  and  I  think  it  is  right. 

What  do  you  say  to  that  ? 

I  said  I  think  it  is  right. 

In  other  words,  is  this  not  so,  that  the  Utility  CompanyTs 
concern  is  of  the  impact  the  service  it  renders  has  on  its 
own  cost  ? 

In  the  example  you  have  suggested  that  is  the  case. 

Well  now  then,  get  back  to  this  gathering  utility  in  Turner 
Valley  which  we  have  assumed  is  carrying  the  property  of  two 
different  people  ? 

Well  th'-t  was  your  assumption.  You  asked  me  to  assume  that. 

Of  course  you  understand  that  is  not  in  my  judgment  the  actual 
picture . 

I  am  not  asking  you  to  agree  with  me  at  all.  I  am  asking  you 
to  assume  that  is  the  case  ? 

Assume  that  to  be  the  case,  yes. 

And  under  those  conditions  the  Utility’s  chief  concern  I 
suggest,  other  than  rendering  a  good  service  is  to  see  that 
it  gets  paid  from  those  two  customers  or  those  two  owners  its 
full  cost  and  by  cost  I  am  including  capital  charges.  Now 
is  that  not  a  sound  utility  practice  and  the  practice  ? 

Well  since  you  may  assume  a  situation  in  your  question,  lot  me 
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assume  something  in  my  answer. 

1  ®h  yes.  Any  answer  you  give  me  is  qualified  by  my 
given  you. 


(  G-o  to  Pago  5518  ) 
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The  Canadian  Pacific  Railroad  are  concerned  in  rendering 
service  and  not  in  losing  money,  so  they  start  a  freight 
train  off  East  with  a  carload  of  pigs,  a  carload  of  cattle, 
a  carload  of  coal  and  a  carload  of  ammonia  and  so  forth. 
Suppose  each  carload  ought  t  pay  the  same.  If  sc,  they 
might  find  that  some  of  this  stuff  could  never  be  shipped, 
the  freight  on  it  would  be  so  high  that  the  buyer  could  not 
pay  it.  I  do  not  believe  that  you  can  say  that  the  two 
products  travelling  through  a  utility  line,  assuming  that 
these  things  are  owned  by  separate  parties,  must  pay  their 
weight  in  proportion  to  their  volume,  in  proportion  to  their 
weight,  in  proportion  to  their  specific  gravity. 

And  the  ir  v  al  u e ? 

I  do  not  know.  I  am  not  so  qualified  as  to  be  able  to  say 
just  what  it  should  be.  I  give  my  opinion  what  it  should  be. 
All  those  things  you  have  mentioned,  weight,  specific  gravity 
and  so  on  and  volume,  do  they  not  have  an  effect  on  the 
railroad  company’s  costs? 

The  railroa  i  company,  I  do  not  know  how  they  supervise  rates 
in  Canada  but  down  in  the  States  we  have  an  Inter-State 
Commerce  Commission  and  that  Commerce  Commission  has  been 
in  business  for  40-some  years.  They  fix  rates  for  various 
commodities  and  certainly  take  into  account  what  the  service 
is  worth  to  the  patron. 

That  is  what  we  were  talking  about  yesterday,  the  value  of 
the  service?  In  any  circumstances  the  amount  charged  cannot 
go  beyond  the  value  of  the  service? 

That  is  another  thing.  I  am  pointing  out  to  you  ..... 
you  say  that  is  another  thing?  I  am  suggesting  to  you  that 
is  the  same  principle? 
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I  do  not  believe  the  Inter-State  Commerce  Commission  in- 

trying  to  fix  what  the  rates  should  be  try  to  find  out 

whether  a  dentist  getting  a  two  pound  article  could  afford 

to  pay  $20. Uu  IjO  have  it  brought  from  Chicago  to  St.  Louis. 

I  do  not  believe  they  do  and  I  do  not  say  that  anybody  else 

bringing  a  two  pound  package  that  they  should  pay  the  h?20.00 

also.  The  rates  on  the  railroad  are  fixed  by  our  Inter-State 

Commerce  commission. 

Q, 

That  is  a  regulatory  Board? 

A 

A  regulatory  body. 

The  value  of  the  product  shipped  is  a  factor  in  the  determin¬ 
ation  of  rates, not  merely  weight  or  volume. 

Q 

row ,  Mr.  Davis,  a  railroad  is  also  liable  is  it  not  in  some 

instances  for  the  loss  or  destruction  of  anything  that  it 

A 

is  carrying? 

A  railroad  is.  And  who  is  liable  if  this  gas  line  blows  up? 

Q, 

Let  us  just  deal  with  the  railroad  for  a  minute? 

A 

Yes  . 

Q, 

The  greater  the  value  of  the  thing  that  is  carried  does  not 

that  affect  to  a  certain  extent  railroad  costs? 

A 

I  should  think  so  .  But  it  is  not  the  only  factor  as  you 

*  Q, 

well  know. 

Well  is  not  this  so,  and  I  am  leaving  Turner  Valley  out 
for  the  moment,  that  it  is  not  only  sound  utility  practice 
but  in  your  judgment  fair  and  equitable  that  different 
customers  receiving  the  same  service  from  a  utility  should 
bear  an  equal  proportion  of  the  utility’s  costs? 

A 

I  think  that  is  right. 

Q, 

Is  it  not  so,  Mr.  Davis,  that  practically  all  utility  set-ups 
in  the  United  States,  either  statute  or  regulation,  provide 
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that  the  utility's  charges  to  the  various  consumers  shall 
not  be  discriminatory? 

I  think:  that  is  right. 

Is  that  not  one  of  the  reasons,  Mr.  Davis,  in  your  judgment 
why  regulation  was  introduced  in  the  United  States  in  the 
early  days? 

I  think  that  is  right. 

To  prevent  discrimination? 

I  think  so.  That  is  one  reason. 

HIE  CHAIRMAN”:  I  am  going  to  adjourn  just  long  enough 

to  phone  Dr.  Katz,  only  a  few  moments. 

(At  this  stage  there  wan  a  short  adjournment.) 


THE  CHAIRMAN :  I  have  arranged,  tentatively,  a  meeting 

with  Dr.  Katz  for  a  quarter  to  eight  this  evening  and  that 
will  be  subject,  of  course,  to  when  we  get  through  with 
what  we  are  doing.  But  tentatively  at  a  quarter  to  eight. 

I  do  not  know  whether  you  will  be  particularly  interested, 
Mr.  Steer,  but  I  want  to  discuss  with  Dr.  Katz  the  matter 
of  the  sharing  position  and  the  question  of  repressuring. 
Those  two  items. 

MR.  STEER:  Yes,  I  think  that  will  be  all  right, 

subject  to  your  approval. 

MR.  BLANCHARD:  Where  is  the  meeting? 

THE  CHAIRMAN:  In  the  Conservation  Board  office. 

MR.  S TEVBNS- GUILLE :  Will  that  deal  with  when  we  should 
start  re-pressuring? 

THE  CH AI RMAN :  Whatever  you  g en 1 1  erne n  w i s h  to  rai  s e 

in  that  connection. 


MR.  STEER: 


I  suppose  if  we  get  through  here  early 
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this  afternoon  we  can  get  started  earlier. 

HIE  CHAIRMAN:  That  is  why  I  said  tentatively  a  quarter 

to  eight,  depending  on  when  we  get  through  this  afternoon. 

MR.  ST  TER:  I  think,  Mr.  Chambers,  after  the  recess 

might  finish  pretty  fast. 

MR.  CHAMBERS:  Is  it  not  a  fact,  Mr.  Davis,  that  the 

cost  to  this  gathering  utility  company  for  carrying  wet  gas 
i  s  no  greater  than  the  cost  would  be  for  carrying  the  same 
quantity  of  dry  gas,  from  the  same  wells  of  course? 

It  is  so  close  at  least  I  would  say  there  is  no  difference. 

At  page  12  of  your  Report  you  state:  ??I  have  given  consider¬ 
ation  to  the  problem  of  proper  allocation  of  costs  as  between 
the  natural  gas  and  natural  gasoline  businesses.  So  far  as 
the  British  American  Absorption  Plant  is  concerned,  the 
capital  of  the  proprietor  was  committed  to  that  plant  and  its 
gathering  lines  before  the  present  scheme  was  proposed.  There 
seems  to  be  no  good  reason  why  the  effect  of  the  scheme 
should  be  to  relieve  the  B.A.  Company  of  the  costs  to  which 
it  had  already  been  committed  to  any  extent,  let  alone  to 
the  extent  of  90%  of  such  costs  as  proposed  by  the  company.” 
Then  on  page  13  you  go  on  to  say  that:  ”Similar  considerations 
apply  to  the  Royal  it  e  Absolution  Plant  and  to  Madison’s  Gas 
System,”  but  you  do  make  this  qualification,  ”that  some  at 
least  of  the  com -any’ s  expenditure  was  for  the  purpose  of 
insuring  continuity  of  supply  of  gas  to  the  Canadian  Western 
system.”  You  have  in  mind  there  what  you  have  already  told 
us,  I  take  it,  that  since  1925  the  Gas  Company  has  relied  on 
the  Royal  it  e  and  the  Reyalite  has  undertaken  to  supply  gas 
to  the  Gas  Company  fbr  its  market,  is  that  right? 

That  is  right . 
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Q,  Now  is  it  not  a  fact  ,  Min  Davis,  that  there  was  no  absorption 
plant  in  operation  in  Turner  Valley  between  1925  and  193  3? 

A  I  think  that  is  right. 

Q,  And  was  not  the  matter  of  the  wet  content  in  the  gas  supplied 

by  Royalite  to  Canadian  West  ern  a  matter  of  some  concern 
to  the  Gas  Company  or  the  Canadian  western  prior  to  1933? 

A  Was  it  a  concern  of  the  Gas  Company  whether  Royalite  stripped 
the  gas  of  its  gasoline  content. 

Q,  Yc-s? 

A  I  can  only  answer  that  from  this  standpoint  whether  or  not 
I  think  it  should  have  been  a  concern.  I  do  not  know  that. 

Q,  well,  what  would  be  your  own  opinion? 

A  well  in  any  case  they  were  scrubbing  the  gas  prior  to  1933 
and  have  scrubbed  the  gas  from  the  beginning. 

Q,  Yes  ? 

A  New  we  are  just  talking  about  taking  out  the  gases.  Taking 
the  gasoline  out  reduces  the  value  of  the  gas  so  that  after 
you  take  out  these  richer  hydrocarbons  you  are  serving  to 
the  Gas  Co!  x  .  and  through  it  to  its  consumers  a  leaner 
gas.  I  would  say  that  the  gas  Company  had  a  reason  to  be 
interest  ed  . 

Q,  I  am  suggesting  to  you,  Mr.  Davis,  that  they  were  interested 
for  this  reason  -  or  if  you  do  not  know,  I  am  suggesting  to 
you  a  s  an  engineer  that  they  should  have  been  -  that  there 
was  a  possibility  that  the  gasoline  would  condense  out  in 
the  Gas  Company’s  own  lines  during  the  colder  winter  months? 

A  well  they  had  been  operating  for  some  time,  as  you  have 

known  prior  to  193  3  they  had  been  able  to  meet  that  problem, 
incidentally,  prior  to  1913  no  one  ever  took  gasoline  out 
of  a  stream  of  natural  gas.  The  natural  gas  service  in 
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the  East  began  a  tout  1885  and  from  that  year  until  1913  gas 
streams  carried  the  natural  gasoline  component  and  pipeline 
companies  and  gas  companies  met  the  problem  by  having  at 
places  aloim  .  e  line  where  the  line  came  down  into  a 
valley  a  trap  to  collect  the  fluids  and  those  fluids  were 
withdrawn,  moisture,  gasoline,  etc. 

Are  you  suggesting  that  that  could  have  been  done  or  could 
be  done  now  in  any  event  by  the  Gas  Company  in  handling  this 
gas  from  Turner  Valley? 

Well  you  are  asking  me  a  tout  the  concern  of  the  Gas  Company 
prior  to  or  at  about  the  time,  193  3. 

Yes? 

Now  at  that  time  they  apparently  were  getting  along  handling 
their  problem.  I  know  that  moisture  in  the  pipelines  here 
has  been  a  problem  even  since  193  3  and  even  since  1943. 

Is  it  not  so,  Mr.  Davis,  that  the  gas  in  Turner  Valley  has 
gradually  become  ri  clier  so  far  as  the  wet  gasoline  content 
is  concerned? 

I  believe  the  evidence  in  this  case  shows  that  the  gas  from 
the  gas  cap  wells  has  increased  in  richness.  I  believe  that 
is  tru  e. 

And  is  not  what  we  call  tail  gas  or  the  natural  gas  that 
comes  out  of  the  separator  at  the  crude  wells,  is  not  that 
richer  than  gas  was  back  in  1931  and  prior? 

There  was  not  any  such  gas  in  1931. 

I  know  but  wh at  I  am  getting  at  is  is  there  not  more  wet 
content  in  that  crude  well  gas  than  there  was  in  the  gas, 
no  matter  where  it  came  from,  in  Turner  Valley  back  prior 
to  1931? 

That  may  be  so.  .  I  have  not  the  figures  in  mind. 
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Q,  Is  this  not  so,  Mr.  Davis,  that  at  the  present  time 

it  is  absolutely  necessary  for  the  wet  content  of  the 
Turner  Valley  gas  to  be  removed  so  as  to  render  the  gas  fit 
for  consun  .  :‘v  in  the  Calgary  market? 

A  Yes,  I  think  it  is  essential  to  good  operation  whether  the 

moisture  be  moisture  present  in  the  gas  as  it  comes  from  the 
separator  in  the  field  or  whether  it  be  moisture  gathered  in 
going  through  the  scrubbing  plant,  in  either  case  that 
moisture  ought  to  be  removed. 

Q,  I  am  t  a  Doing  about  the  gasoline  content  not  the  moisture 
content? 

A  You  are  not  thinking  of  the  water? 

Q  No? 

A  Well  I  was  thinking  of  the  two  combined. 

Q,  Well,  can  you  deal  with  the  situation  so  far  as  the  gasoline 
itself  is  concerned,  the  gasoline  content  of  the  gas  that 
comes  from  the  separator  at  the  well  head?  I-  am  suggesting 
to  you  that  that  well  head  gas,  aside  from  any  question  of 
sulphur,  cannot  Safely  or  properly  be  distributed  to  and  used 
in  the  Calgary  market  without  having  the  gasoline  content 
removed . 


(Go  to  pa.g  e  5  525) 
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Well  my  impression  is  that  it  would  bo  safe  and  suitable 
if  we  could  eliminate  the  mois  ture,  the  water  oontent, 
not  the  gasoline.  Let  the  ggasoline  stay  .in  the  gas, 
it  would  be  a  richer  gas.  X  know  of  no  reason  why  it  would 
be  dangerous  or  so  affect  the  service  as  to  render  it 
impracticable.  In  fact  tbe  service  was  running  many  years 
On  that  basis,  so  I  can  hardly  see  why  it  should  not  longer 
be  done . 

Is  it  not  standard  practice  throughout  the  United  States  and 
Canada  that  regulatory  bodies  or  some  other  bodies  will  not 
permit  of  gas  being  marketed  through  a  fuel  market,  that 
contains  a  gasoline  content  as  high  as  that  which  the  Turner 
Valley  gas  contains? 

If  that  be  the  case. . 

I  am  asking  you  if  that  is  so? 

No,  I  think  not.  I  think  it  is  a  fact  that  the  regulatory 
bodies  have  never  ruled  that  way. 

And  there  are  then,  I  t&kG  it,  many  places  in  the  United 
States  that  you  know  of,  that  gas,  natural  gas,  is  being 
delivered  to  the  fuel  market  with  as  high  a  gasoline  content 
as  the  Turner  Valley  gas  now  has? 

I  think  so,  I  think  so* 

Have  you  any  particular  knowledge  of  what  the  gasoline 
content  is,  I  presume  you  must  have  some  idea? 

Well  I  cannot  recall  the  figures.  I  have  had  oocasion  to 
look  at  them.  You  ronombGr  my  tolling  you  yesterday  about 
the  city  of  Amarillo  having  a  gas  service  before  any  pipe 
linos  wore  built  clswhore? 

The  gas  going  into  that  service  is,  the  gas  going  into 
that  service  was  not  stripped  of  its  gasoline,  at  least 
in  its  earlier  years. 
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Well,  Hr.  Davis,  perhaps  I  can  sum  it  up  this  way,  do  you 
suggest  that  this  Turner  Valley  gas,  with  the  gasoline  content 
removed,  is  of  less  value  or  use  to  the  G-as  Company  than  if 
the  product,  if  the  wet  content,  had  not  been  removed'^ 

You  are  saying  TTto  the  G-as  Company". 

As  the  distributor  of  gas  to  the  market,  I  will  add  that? 

Bear  in  mind  the  Gas  Company  in  selling  gas  will  sell  more 
if  the  gas  be  lean  than  they  will  sell  if  the  gas  bo  rich. 
Certain  gas  companies  have  actually  diluted  their  gas  in 
order  to  sell  more  M.C.F.  X  say  to  you  that  the  customer 
would  benefit  if  you  would  leave  the  gasoline  in. 

You  mean  the  customer  in  Calgary? 

Yes . 

And  can  you  tell  me  whether  or  not  the  Gas  Company  here  knows 
of  those  things,  have  you  ever  talked  these  matters  over  -with 
t  hem? 

No,  I  have  not. 

You  do  not  think  there  would  be  any  danger? 

I  do  not . 

To  the  customer? 

No,  I  think  not.  For  too  many  years  they  operated  that  w ay 
before  they  knew  how  to  take  gasoline  out,  from  1885  to  1913, 
in  those  years. 

Now  if  the  gasoline  were  removed,  -  well,  take  it  if  it 
were  not  removed,  would  that  reduce  the  calorifio  value 
of  it  as  fuel,  is  that  affected  by  the  removal  of  the  gasoline 
content  in  the  absorption  plant  in  Turner  Valley? 

You  are  not  interested  in  my  giving  an  aocurate  answer? 

No? 

If  you  arc,  I  would  have  to  give  it  later. 

No? 
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It  might  be  as  much  as  10$,  I  do  not  happen  to  know  but  I 
think  it  would  be  on  that  order,  maybe  a  little  more  or  maybe 
a  little  less . 

Incidentally,  the  last  contract  which  I  have  had 
occasion  to  work  on,  a  contract  in  the  making  and  now  a 
compile  ted  contract,  the  seller  had  the  privilege  of  removing 
the  gasoline,  the  privilege. 

Yes? 

But  the  buyer  did  not  require  him  to  remove  it. 

What  case  is  that  you  have  in  mind? 

That  is  the  Hichigan-Wisconsin  Pipeline  Company,  which  I 
r  ef erred  to  in  my  submission. 

In  that  case  did  the  absorption  plant  pay  a  20$  royalty,  or 
any  other  per  cent,  to  a  royalty  hold.er  or  anyone  else? 

In  that  case  probably  three-quarters  of  the  gas  vail  come 
from  wells  owned  by  the  owner  of  the  gasoline  plant,  and 
the  gas  delivered  into  the  Phillips  Petroleum  CompanyTs 
gathering  system  purchased  from  other  producers,  is  purchased 
as  wet  gas  and  no  separate  royalty  is  paid  and  no  separate 
price  is  paid. 

But  it  does  pay  something  for  the  privilege  of  taking  it  out, 
and  what  is  that  amount? 

It  is  not  named  in  the  contract.  They  simply  agree  to  pay  at 
the  well  head  a  price  for  the  raw  gas* 

Ygs,  and  then  they  own  it  all? 

They  own  everything  in  between. 


Q,  1  see? 

A  The  decision,  Mr.  Chambers,  as  to  whether  a  gasoline  recovery 
plant  will  bo  installed  on  a  natural  gas  pipeline  system,  as 
far  as  I  know,  it  is  always  made  on  the  basis  of  whether  or 
not  it  will  be  a  paying  proposition  from  the  gasoline  recovery 
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standpoint .  They  do  not  put  these  plants  in  merely  to 
accommodate  the  buyer  of  the  gas.  They  put  them ■ in  to  get  a 
little  more  money  out  of  the  picture. 

You,  without  taking  time  to  look  it  up,  my  recollection  is, 

Mr .Davis,  that  the  Royalite  Company  in  its  contract  with  the 
G-as  Company,  was  bound  to  deliver  merchantable  gas,  do  you 
r  ecall  that? 

Well,  whether  they  were  or  not,  that  is  assumed. 

I  see,  and  if  the  Turner  Yalley  gas,  with  the  gasoline  content, 
were  not  merchantable,  I  say  irif!T,  then  poyalite  would  be 
obliged  to  remove  it  to  serve  the  Calgary  market? 

They  would  be  obliged  to  make  the  gas  merchantable. 

Yes,  so  the  question  then  boils  down  to  this,  does  it  not, 
whether  or  not  the  Turner  Yalley  gas  has  become  in  its 
natural  state,  unmerchantable  in  the  Calgary  market? 

I  believe  that,  Mr.  Chambers . 

I  ara  asking  you  that,  that  is  a  question,  would  it  not? 

I  am  saying  to  you  that  the  actual  question  was,  has  the 
gas  become  sufficiently  rich  in  gasoline,  or  has  the  market 
price  of  gasoline  reached  a  point  where  it  would  be  a  business 
proposition  to  build  a  plant  and  take  out  the  gasoline,  that 
is  the  question. 

And  you  are  saying  that  is  why  the  Royalite  absorption  plant 
was  built  and  for  no  other  reason,  is  that  right? 

I  am  not  close  to  Royalite.  I  do  not  know  what  their  manage¬ 
ment  built  the  plant  for,  other  than  to  say  that  I  hover  heard 
of  a  plant  of  that  kind  being  built  except  for  the  proposition 
of  making  money  out  of  that  plant,  and  I  do  not  believe  that 
Royalite  would  have  built  the  plant  except  with  the  expectation 
of  making  money,  I  do  not  believe  it. 

Supposing  Royalite  was  making  money  out  of  the  contract  with 
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the  Gas  Company,  and  if  in  order  to  provide  merchantable  gas 
the  gasoline  had  to  be  taken  out . 

In  that  case  I  would  say  Royalite  would  have  to  take  it  out. 
YGs ,  and  might  still  make  money  on  the  over-all  picture? 

Why  certainly,  certainly.  Yon  see  if  the  consumer  requires 
approximately  10/  more  gas  because  the  gasoline  has  been  taken 
out,  if  that  bo  true,  then  not  only  does  the  Gas  Company  sell 
more  gas  but  Royalite  sells  more  gasf  and  Royalite  or  whoever 
gets  this  gasoline  down  there  in  the  field,  has  a  bigger 
markot  for  gas  than  he  would  have  if  ho  did  not  take  the 
gasoline  out,  so  his  benefit  is  measured  not  merely  by  how 
much  ho  gets  for  the  gasoline  sold,  but  how  much  additional 
gas  does  he  sell. 

Well  now,  Mp. Davis,  if  you  will  turn  to  Page  13  again,  of 
your  Report,  and  you  mention  a  similar  situation  applies  to 
Royalite,  but  that  there  was  a  complicating  factor  that 
there  were  certain  expenditures  made  for  insuring  continuity 
of  a  supply  of  gas,  and  you  say: 

TT  Were  this  evidence  to  stand  alone  it  might  be 

a  little  more  difficult  to  deal  with  than  it  is  when 
considered  alongside  the  fact1 
and  there  are  two  things: 

T(a)  that  there  was  a  flare  at  the  Royalite  No.  1 
plant  until  1938,  and 

(b)  that  in  1936  tho  Royalite  Company  erected  its 
No*  2  absorption  plant  in  Turner  Valley,  which 
had  no  connection  whatever  with  tho  Canadian 
Western  supply  of  gas.;f 


Now  in  any  case  I  take  it  you  will  admit,  and  I  am  asking  ylu 

not 

that,  first,  that  there  was /in  March  1944  nor  is  there  now  any 
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flare  at  the  No,  2  Royalite  absorption  plant? 

O.K.,  that  is  right. 

And  there  has  been  no  flare  at  the  Royalite  No,  1  plant  since 
1938  other  than  just  incidental? 

I  think  it  is  fair  to  say  "incidental"  .  .  I.  went  down  there 
and  saw  one  but  I  think  it  was  just  incidental. 

And  will  you  agree  with  this  that  the  Madison  gathering  system 
has  a  capacity  approximately  double  that  required  for  its 
serving  the  gasoline  plant  only? 

Well  I  do  not  know  why  I  should  admit  that  when  I  do  not  know 
how  much -gas  they  might  b6  wishing  to  take  to  the  gasolinG 
plant  only,  if  there  was  no  other  market. 

I  am  saying,  going  from  the  same  wells,  to  take  the  gasoline, 
if  the  only  •peration  was  to  tako  the  wot  product  out  of  the 
gas  from  those  wells? 

You  arc  talking  now  about  the  oil  wells? 

All  the  wells. 

You  are  talking  about  all  of  the  wells? 

Y0s? 

Well  there  was  a  time  when  they  operated  their  gasoline  plant 
and  took  as  much  gas  as  the  plant  would  handle  and  the  line 
would  handle.,  and  then  conservation  came  in  and  they  could  take 
only  that  amount  of  gas  through  those  lines  that  the  market 
has  a  demand  for . 

But  what  I  am  suggesting  to  you  is  this,  that  if  the  gathering 
system  was  designed  for  serving  and  was  serving  merely  the 
absorption  plant  for  the  purpose  of  extracting  gasoline  and 
nothing  morG,  and  not  concerned  any  further  with  the  gas, 
running  on  a  day  to  day  basis  throughout  tho  yoar,  and  taking 
gas  from  those  wells  producing  as  thyy  arc, or  under  the  present 
allowable,  let  us  put  that  in,  that  the  gathering  system1 a 
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capacity  would  only  be  approximately  one-half  what  the 

gathering  system  is  today? 

A 

• 

Well  have  you  put  a  witness  on  the  stand  to  testify  that  that 

is  true? 

Q, 

No,  I  am  asking  you  whether  you  know? 

A 

Well  I  have  not  investigated  that  point  and  I  do  not  know 

that  that  is  true.  I  doubt . . 

0- 

You  do  not  know,  is  that  right? 

A 

I  do  not  know  that  that  is  true. 

Q, 

Well,  os  an  engineer  would  you  not  expect  to  find  a 

gathering  system  serving  merely  the  absorption  plant  sub¬ 
stantially  less  than  it  would  be  when  it  is  tied  into  the 

• 

service  for  the  market,  a  dry  gas  market  such  as  we  have 

here,  with  a  poor  load  factor? 

A 

Nq,  Hr*  Chambers,  I  do  not  believe. . 

Q- 

All  right? 

A 

I  do  not  believe  that  I  would.  You  built  your  gasoline  plant 

capable  of  handling  the  gas  stream  peak  days,  I  understand, 

and  the  gathering  lines  the  same. 

Q, 

Would  that  not  affect...... 

A 

If  you  had  no  dry  gas  market,  if  there  wore  none? 

Q, 

Y0s,  that  is  what  I  am  talking  about? 

A 

• 

You  might  find  it  troublesome  to  secure  a  suitable  supply  cf 

gas  for  your  gasoline  plant. 

Or 

Would  you  agree  with  this,  Hr.  Davis,  that  the  present  size 

and  capacity  of  the  Nadison  gathering  system  has  been  dictated 

and  followed  by  the  requirements  of  the  Calgary  Gas  Company Ts 

fuel  gas  market? 

A 

It  must  have  been  a  factor. 

0, 

And  an  important  factor? 

A 

And  an  important  factor. 

_L. 
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"^hd  would  you  not  also  agree  with  this,  that  the  size  and 
the  capacity  of  the  Royalite  absorption  plant  is  also  dictated 
by  those  same  requirements  to  a  considerable  extent? 

Well,  whether  or  not  Royalite  finds  it  worth  while  to  build 
the  plant  they  did  build  for  the  recovery  of  gasoline,  with¬ 
out  regard  to  any  dry  gas  market  for  gas,  it  seems  to  mo  that 
is  what  the  British  American  did,  it  seems  to  me  that  is 
what  the  C.O.P.  did  and  I  cannot  now  go  with  you  ahd  say 
T,While  the  G-.O.P.  plant  is  designed  to  fit  the  dry  gas  market, 
it  was  not  oven  built  for  it". 

I  am  not  talking  about  the  G-.O.P.? 

Well  I  am  asking  you  to  believe  me  when  I  tell  you  that  I 
aril  not  so  sure ,  not  at  all  sure  that  Royalite  would  have 
built  a  plant  any  smaller  than  the  one  they  did  build,  had 
there  been  no  dry  gas  market. 

No w,  Hr* Davis,  the  Royalite  plant  would  have  to  be  designed 
in  oapacity  so  as  to  handle  the  gas  on  peak  load  days,  would 
it  not? 

The  scrubbing  plant  would  have  had  to  be  that.  The  gasoline 
plant  might  hare  been  anything. 

Oh,  you  do  not  subscribe  to  the  proposition  that  the  gasoline 
has  to  be  taken  out  of  this  gas  before  it  goes  into  the 
markG  t  ? 

How  can  I  subscribe  to  that  when  I  know  it  does  not? 

MR.  BLANCHARD:  Mr*  Chairman,  just  while  my  learned 

friend  is  on  that,  I  would  like  to  hoar  about  that,  I  do  not 
know  whether  you  would  or  not,  but  as  to  whether  there  is  any 
undertaking  between  the  Cas  Company  and  Royalite  that  the 
gas  must  be  stripped  of  the  gasoline  content,  or  wheth.Gr 
there  is  any  law,  regulation  or  other  requirement  that  the 
gasoline  should  bo  taken  out  of  it,  I  would  like  to  know  that. 
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THE  CHAIRMAN:  Mr.  Chambers1  question  would 

indicate  that  he  had  in  mind  at  some  time  or  another  the 
G-as  Company  did  ask  Royalite  to  strip  the  ,gas . 

Ml  .BLANCHARD:  Ycs,  end  right  there  I  vender 

if  my  learned  friend  vo  uld  he  good  enough  to  tell  us. 

THE  CHAIRMAN :  But  because  of  the  question  which 

followed  I  think  it  is  important  that  we  should  have  concrete 
evidence  as  to  whether  or  not  the  Gas  Company  did  ask  Royalite 
to  do  this . 

MR.  CHAMBERS:  I ’will  deal  with  that. 

THE  CHAIRMAN:  There  is  only  one  regulation  in  the 

Province  that  I  know  of,  and  that  applies  only  in  an  unorgan¬ 
ized  territory  and  the  regulation  is  that  the  gas  shall  not 
be  sold  for  domestic  consumption  if  it  has  a  gasoline  or 
sulphur  content  that  is  dangerous  to  life  and  property. 

Mow  that  leaves  the  quantity  wl  de  open,  and  as  I  say  there 
is  only,  one  regulation  in  the  Province  that  I  know  of  and 
it  does  not  apply  to  the  City  of  Calgary. 

MR.  CHAMBERS:  Now  with  deference,  Sir,  this 

witness  has  had.  a  large  amount  of  experience  in  this  very 
sort  of  thing,  and  as  I  understand,  his  opinion  is  that 
Turner  Valley  gas  from  the  separator,  at  the  wellhead,  can 
be  gathered  and  put  through  the  senubbor  and  can  be  safely 
marketed  to  the  consumers  in  Calgary,  is  that  right? 

THE  CHAIRMAN:  That  is  true,  Mp.  Chambers,  but 

is 

the  point  which  Mr*  Blanchard  makes  and  which/in  my  mind  too, 
you  started  this  line  of  questioning  by  asking  him  if  he  knew. 
MR .  1 :  LAN  CHARD:  Y3s  . 

THE  CHAIRMAN:  That  at  one  time  the  Gas  Company 

became  concerned  about  the  gasoline  content  and  you  left  the 
impression,  I  do  not  suggest  wrongfully,  that  the  absorption 
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plant  w  qs  built  primarily  ^because  of  some  request  made  by 

t 

the  Gas  Company.  Now  if  that  is  so  there  should  be  evidence 
dm  that . 

-E  •  CHAI-..JEE R3 :  Of  course,  I  do  submit  that  I  am 

not,  -  I  cannot  be  expected  to  put  the  evidence  in  during 
my  cross-examination  or  in  the  middle  of  my  cross-examination 
of  this  witness • 

THE  CHAIRNAN :  Oh  no . 

NR. JLANCHARD:  But  I  did  not  want  to  forget  about 

it,  let  us  put  it  that  way,  and  I  wondered  whether  my  learned 
friend  would  clarify  it  either  now  or  later. 

MR.  CHAMBERS:  I  can  deal  with  that  later  but  I 

want  the  benefit  of  this  manTs  experience  and  opinion  now. 
WITNESS:  Mel' ,  it  might  be  still  better,  - 

1  have  burned  casinghead  gas  in  my  ova  house  without  taking 
any  gasoline  content  out. 

MR.  CHAMBERS:  I  am  really  concerned  with  Turner 

Valley  gas? 

You  asked  me  about  my  experience  . 

No,  I  said  in  the  light  of  your  experience  and  your  knowledge 
about  Turner  Valley  gas? 

I  am  giving  you  a  little  bit  of  my  experience. 

But  I  say  in  the  light  of  your  experience  as  an  engineer  in 
gas  matters  and  with  your  knowledge  of  the  Turner  Valley  gas 
as  a  consultant  engaged  by  the  Gas  Company,  and  as  I  understand 
it,  your  opinion  is,  and  you  would  be  prepared  so  to  advise 
your  clients,  the  Gas  Company,  that  this  Turner  V alley  gas 
that  has  not  come  through  the  separator,  can  b6  passed,  merely 
gathered  and  merely  passed  through  the  scrubber,  and  then 
would  be  fit  and  safe  for  the  Calgary  market,  is  that  right? 
Yes. 
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MR.  CHAMBERS:  Thank  you.. 

THE  CHAIRMAN:  Mr*  McDonald,  I  think  you  should 

take  the  witness  next;  the  well  head  price  is  your  great 
concern,  and  Mr .  McDonald,  I  suggest  that  Mr.  Fenerty 
surrender  his  place  to  you  and  that  you  conduct  your  cross- 
examination  from  this  end  of  the  table,  and  that  he  let 
you  cross-examine  from  there. 

MR.  MCDONALD:  It  will  be  all  right  just  hero, 


Mr*  Chairman. 


CROSS -EXAMINAT ION  BY  MR.  MCDONALD. 

Q,  Mr-  Davis,  oan  you  tell  me  of  any  oil  field  in  which  crude  oil 
is  produced  in  which  the  production  is  prohibited  because 
the  gas  lifts  the  oil  and  is  flared,  in  your  experience? 

A  No  sir. 

Q,  I  suggest  to  you  that  the  only  place  in  which  the  production 
of  gas  is  prohibited  is  in  a  case  of  a  gas  field  as  such, 
and  you  are  going  to  regulate  it? 

A  You  asked  me  if  I  know  of  any  place  whore  the  production  of 
oil  is  prohibited. 

Q,  Ycs? 

A  Now  I  know  of  many  fields  and  places  whore  the  production 
of  oil  is  regulated  and  curtailed. 

Q,  And  restricted? 

A  And  restricted  on  account  of  the  gasoline  but  not  prohibited. 

Q,  And  that  is  the  situation  in  the  Turner  Valley  crude  oil 

area. 

A  Yqs  . 

Q,  Under  the  Brown  Plan? 

A  That  is  right . 


J 


» 


A 


M-3-1  -  12.05  P.  M. 


Ralph- E.  Ja  vis , 

Cross -Exam,  by  Mr.  McDonald. 


-  5536  - 


a 


A 

Q, 

A 


A 


Q, 


A 


0,. 


A 


Now  if  there  was  a  gas  field  which  had  no  connection  with 
production  in  oil,  where  the  gas  is  produced  for  its  own 
sake,  there  may  be  instances  where  regulations  have  gone  to 
the  extent  of  prohibiting  production  of  that  gas  ? 

You  mean  of  wasting  the  gas  ? 

I  mean  and  flaring  it  ? 

Oh  absolutely  yes,  California,  Texas  and  other  places. 

So  that  os  I  read  your  statement,  this  question  of  conservation 
of  gas  has  gone  to  the  extent  of  restricting  oil  production  so 
as  to  conserge  gas  but  has  never  gone  to  the  extent  of  prohibit¬ 
ing  production  ? 

That  is  my  answer,  yes. 

And  I  suggest  to  you  that  the  ideal  type  of  control  of  oil 

production  where  there  is  gas  being  used  for  lifting  power  is 

to  create  some  relationship  between  the  amount  of  gas  produced 
and  the  amount  of  oil  produced  that  will  be  economic  in  gas  and 
still  give  a  reasonable  amount  of  oil  production  ? 

In  other  words  you  are  saying  it  is  desirable  to  say  complete 
the  well  that  it  will  have  an  low  gas-oil  ratio  and  that  of 

i 

course  is  the  way  the  wells  are  completed  if  possible.  Some- 

t 

times  a  wall  brought  infcs  a  high  gas-oil  ratio,  the  operator 
may  endeavour  to  case  off  the  upper  portion  of  the  sand  and 

thus  gain  a  lowor  gas-oil  ratio,  so  that  it  is  always  con¬ 

sidered  desirable  to  operate  with  the  lowest  gas-oil  ratio 
possible . 

Yes..  Now  the  scheme  that  we  follow  in  Turner  Valley,  the 
Brown  plan,  is  such  a  scheme.  It  is  based  on  the  oil  and  gas 
content  of  the  reservoir  pertinent  to  onch  well  ? 

Well  in  each  well  in  Turner  Valley  the  well  is  completed  and 
it  may  have  a  gas ->011  ratio  of  substantial  difference  than 
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the  average  well,  at  its  date  of  completion.  That  is  the  gas¬ 
oil  ratio  as  yon  know  varies  very  materially,  and  I  am  only 
able  to  say  that  in  the  conservation  brought  about  by  the  Brown 
plan,  less  oil  is  permitted  to  be  produced  from  oil  having  an 
exceptionally  high  gas-oil  ratio.  In  other  words,  the  total 
liquid  or  gas  filling  a  certain  number  of  cubic  feet  in  a 
reservoir  is  permitted  as  its  allowable  and  if  half  of  that 
happens  to  be  gas  then  the  oil  thc t  can  be  produced  is  tho 
other  half. 

1  Mould  you  say  that  the  Brown  plan  as  operated  in  the  crude 
oil  area  in  Turner  Valley  is  reasonable  scheme  of  conser¬ 
ve  t  ion  ? 

A  1  looked  at  it  very  much  last  spring  and  prior  thereto  ani. 
saw  the  results.  I  thought  it  brought  about  a  substantial 
conservation  and  further  I  thought  I  saw  evidence  that  the 
ultimate  oil  production  would  be  greater. 

Q,  Now  would  you  advocate  that  during  the  summer  months  the  gas 
produced  from  those  crude  wells,  I  mean  the  oil  production, 
should  be  decreased  to  the  point  where  no  surplus  gas  would 
be  produced  ? 

A  I  doubt  that  I  would  advocate  that. 

Q,  I  mean  there  has  to  be  reason  in  all  things  ? 

A  Yes. 

A  And  the  oil  producer  has  to  be  treated  reasonably  ? 

A  I  would  not  advocate  that,  not  without  a  lot  of  study  beyond 

what  I  hove  given  it. 

A  And  prime  facie  you  would  say  possibly  it  would  be  unreason¬ 
able  ? 

A  It  seems  to  mo  the  thing  has  operated  pretty  well  and  I  would 
not  want  to  change  it  without  a  lot  of  study.  You  do  bring 
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out  a  point  that  if  the  production  were  to  be  limited  in  any 
period  of  the  year,  the  summer  would  be  the  better  period  from 
a  standpoint  of  conservation. 

Q  Now  in  the  statement  you  have  filed,  Mr-.  Davis,  you  referred  to 
the  different  methods  of  conservation  and  I  take  it  you  were 
referring  to  restricted  production  of  gas  in  the  crude  oil 
areas  so  as  to  prevent  flaring  as  much  as  possible  and  in 
addition  you  were  referring  to  storage  or  repressuring  of  gas, 
putting  gas  back  into  the  ground.,  That  was  really  the  two 
methods  ? 

A  That  is  right.  If  you  cannot  find  a  market  for  the  gas  you 
either  put  it  back  in  the  reservoir  or  you  curtail  your  pro¬ 
duction. 

Q,  Now  from  an  oil  producers  standpoint,  that  is  the  crude  oil 

well  owner,  the  only  reason  that  he  would  desire  to  repressure 

i 

his  gas  once  it  has  lifted  his  oil  is  because  it  will  be  re¬ 
introducing  it  into  the  structure  and  either  maintain  the 
pressure  or  it  will  be  recycled  to  his  well  again  and  pick  up 
more  oil.  Is  that  not  a  fair  assumption  ? 

A  It  is  a  fair  statement,  although  I  may  say  it  is  an  exceptional 
case,  where  the  last  of  your  reasons  would  apply. 

Q,  That  is  recycling  ? 

A  Yes.  In  order  that  gas  will  move  through  and  come  out  of  the 
well  again.  We  do  have  those  operations  in  some  marginal 
fields. 

Q,  But  it  is  very  unusual  ? 

A  It  is  comparatively  unusual.  In  quite  a  practice  in  western 
Pennsylvania ♦ 

i 

Q,  And  you  have  regard  to  the  type  of  sand  and  the  typo  of  form¬ 
ation  in  which  the  oil  production  is  encountered  ? 
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A  That  is  right. 

i  And  we  have  not  that  type  of  formation  in  Turner  Volley  ? 

A  I  would  say  we  would  not  consider  trying  to  do  that  in  Turner 

Va lley . 

Q,  So  that  so  for  is  the  oil  producer  is  concerned  he  would  only 
go  to  the  expense  of  repressuring  if  he  thought  he  would  main¬ 
tain  his  pressure  in  the  field  end  eventually  would  recover 
more  oil  ? 

A  Yes. 

Q,  Now  I  suggest  to  you  that  outsido  of  the  fifty  storage  fields 
in  which  you  have  mentioned  o  little  while  ago  that  the  only 
repressuring  done  in  any  field  is  for  the  purpose  of  maintain¬ 
ing  pressure  for  oil  production  ? 

A  That  is  the  only  purpose  that  the  oil  well  operator  has, 
except  th^t  being  aware  of  pending  regulations.  Pending 
regulation  in  Texas  is  a  powerful  regulation  and  steps  are 
being  taken  to  return  gas  to  certain  oil  reservoirs  to  avoid 
an  expected  order  to  reduce  production. 

Q,  But  in  the  field  in  which  there  is  already  in  operation  shall 
we  say,  a  funly  reasonable  type  of  conservation,  there  is  no 
danger  of  that  pressure  being  brought  to  bear,  where  con¬ 
servation  is  in  effect  ? 

A  We  have  in  Texas  conservation  of  gas  in  the  oil  fields  which 
I  have  sail  here  is  comparable  in  its  result  with  the  result 
of  the  Brown  plan  in  Turner  Valley,  broadly  comparable,  For 
example,  in  Texas  if  a  man  is  producing  oil  with  a  gas-oil 
ratio  of  not  over  two  thousand  cubic  foot  to  the  barrel,  he 
is  permitted  then  to  have  a  full  well  allowable  allotted  to 
that  field,  so  the  field  is  given  ten  thousand  barrels  daily 
and  there  are  five  hundred  wells. 
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barrels  per  well,  would 'it  not.  Some  fellow  has  a  well,  maybe 
high  on  the  structure,  but  in  any  case  with  a  high  gas-oil 
ratio,  greatly  exceeding  or  even  modestly  exceeding  two  thous¬ 
and  cubic. feet  to  the  barrel.  His  production  is  by  order  of 
the  State  Railroad  Commission  reduced.  It  is  quite  similar 
to  this  Brown  plan.  Maybe  not  as  scientific  as  the  Brown 
plan  in  its  detail,  but  equally  effective. 

Now  that  producer  with  the  high  gas-oil  ratio  could  produce 
his  well  to  the  full  capacity  of  his  allowable  provided  he 
repressures  his  surplus  gas,  is  that  permissible  ? 

Yes,  indeed,  or  even  if  he  found  any  market  for  that  gas. 
Carbon  black  market  YJould  be  permitted. 

Well  there  is  no  regulation  I  suggest  to  you,  Mr.  Davis,  that 
you  know  of  in  Turner'  Va  lie y  which  is  similar  to  that.  Any 
operator  in  Turner  Valley  is  permitted  to  produce  to  his 
allowable  at  any  time  ? 

In  Turner  Valley  he  is  permitted  to  take  a  certain  number  of 
cubic  foot  per  day. 

Regardless  of  what  he  does  with  that  ? 

Regardless  of  what  he  does  with  the  gas,  does  not  alter  that 
a llowablo. 

So  that  particular  illustration  does  not  actually  apply  to 
Turner  Valley  at  the  present  time  ? 

Well  of  course  t'\ia  is  true  that  this  man  in  Texas  who  might 

i 

have  a  high  gas-oil  ratio  will  if  .*  the  field  allowable  were 
fifty  barrels  per  well  per  day  when  ho  produces  fifty  barrels 
of  oil  he  is  through,  even  if  ho  has  produced  a  minimum  of 
gas. 

And  that  would  be  oxactly  similar  to  the  Brown  plan  ? 

It  is  closely  similar. 
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Now  I  suggest  to  you  that  the  only  repressuring  scheme  or 
the  repressuring  soheme  that  you  refer  to  in  your  statement 
in  which  the  crude  oil  well  operator  bears  the  cost  of  re¬ 
pressuring  are  those  schemes  in  which  the  crude  oil  operator 
receives  a  tangible  benefit  in  the  maintenance  of  pressure  in 
the  field  from  which  he  is  producing  his  oil  ? 

In  Texas.  We  are  talking  now  about  Texas. 

Well  you  referred  to  these  parts  of  Louisiana  and  Texas  ? 

Yes. 

THE  CHAIRMAN :  Is  that  not  what  would  happen  in  Turner 

Valley.  If  I  remember  correctly  the  pressure  in  the  gas  cap 
is  greater  than  in  the  oil  dome.  No,  it  is  the  other  way 
around  and  b^  repressuring  in  the  gas  cap  you  are  tending  to 
reach  equilibrium  of  pressure  between  the  two.  That  is  my 
recollection.  It  is  a  long  time  since  I  heard  the  evidence, 
MR.  FENERTY :  If  it  will  help  my  friend  and  not  limit 

his  cross-examination  I  may  say  I  have  the  complete  statute 
here  of  Texas  and  he  might  like  to  know  what  it  says  before 
he  goes  down  some  side  alley. 

MR.  MCDONALD:  No,  I  am  not  interested  in  Texas.  I  am 

interested  in  Turner  Valley. 

Just  on  that  point,  Mr.  Davis,  will  you  tell  me  what  benefit 
does  the  crude  oil  producer  receive  in  Turner  Valloy  from  the 
pressure  now.  Now  you  have  boon  examined  on  that  at  least 
three  or  four  times. 

What  benefit  would  he  or  does  he  ? 

Or  does  he  receive  ? 

I  do  not  think  the  benefit  is  measurable. 

That  is  the  point.  That  is  your  evidence  on  other  occasions 
on  which  you  have  been  questioned  ? 
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A  Did  I  say  that  before  ? 

Q,  Yes. 

A  Well  I  have  got  a  good  memory  maybe. 

Q,  Well  I  put  it  to  you  that  no  man  is  going  to  spend  money,  a 
good  many  thousands  of  dollars  to  repressure  something  which 
he  does  not  know  if  it  will  ever  benefit  him.  In  other  words 
he  must  have  a  measure. 

A  That  is  his  reason.  He  is  not  going  to  do  it  in  Turner  Valley 
for  the  benefits  that  will  accrue.  He  may  do  it  in  Turner 
Valley  if  that  is  the  only  way  he  can  produce  his  oil. 

V  Yes,  there  must  be  something  just  besides  the  proceeds  from 
the  sale  of  oil  ? 

i 

A  You  are  talking  now  of  the  effect  on  oil  production  ? 

Q,  Yes . 

A  If  you  take  this  gas  which  might  be  going  into  the  air  and 
pump  it  into  the  ground  and  eventually  sell  it  there  is  a 
benefit.  If  he  sells  at  a  price  to  recoup  the  investment  and 
some  interest. 

V  And  that  brings  us  to  the  second  reason  or  the  second  type  of 
r eprossur ing,  and  that  is  the  question  of  storage  where  you 
just  put  the  gas  in  the  container  for  tho  purpose  of  storing 
it  for  future  use  and  I  put  it  to  you  that  is  a  second  or 
different  typo  of  ropressuring  that  is  done,  not  tho  method 
we  hove  been  discussing  ? 

A  Wo  do  not  call  that  ropressuring.  Repressuring  is  where  tho 
gas  is  put  back  into  the  same  formation  that  produces  the  oil 
and  maintains  or  tends  to  maintain  the  pressure  in  that  oil 
producing  horizon.  That  is  ropressuring,  putting  back 
pressure,  back  whore  there  was  prossuro.  Now  gas  storage  is 
another  matter  and  has  an  entirely  different  purpose.  Although 
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of  course  gas*  put  into  tho  oil  reservoir  for  repressuring  is 
also  being  stored  so  you  hove  tho  benefit  of  the  gas  reserve 
there  that  would  otherwise  hove  gone.  Now  in  the  c ise  of  a 
G-^s  Company  not  interested  in  oil  production,  .just  interested 
in  the  gas  business  where  they  hove  developed  the  storage 
reservoirs  by  taking  some  oil  depleted  field,  or  some  depleted 
field  and  arrange  to  use  it  for  input  in  the  summer  and  output 

in  the  winter.  That  is  gas  storage,  not  repressuring. 

Q,  Now  I  suggest  to  you  in  Turner  Valley  the  gas  has  been  stored 
in  the  Royalite  gas  cop,  is  being  put  in  not  for  a  term  of 

six  months,  tho. t  is  from  yefar  to  year,  but  for  a  longer  term 

and  that  is  the  only  difference  between  the  storage  in  Turner 
Valley  end  the  storage  to  which  you  have  referred,  the  length 
of  time  that  tho  gas  is  in  the  horizon  ? 

A  That  is  a  great  difference. 

V  That  is  a  great  difference  ? 

A  The t  is. 

'i  But  on  the  general  principle  the  storage  of  gas  in  Turner 
Valley,  I  mean  the  placing  of  gas  back  in  tho  formation  in 
Turner  Valley  is  a  storage  proposition  ? 

A  It  is  a  storage  proposition,  a  long  term  storage  proposition. 

Ci  And  that  is  where  wo  differ  in  a  large  measure  from  these 
fifty  other  storage  cases  which  you  mentioned  to  us  this 
morning  ? 

A  That  is  true. 

Q,  Now  in  those  fifty  cases,  the  cost  is  carried  by  the  das 

Company  which  is  serving  consumers,  as  a  consumer  charge  ? 

A  That  is  right. 

Q,  Now  then  tho  only  thing  wo  have  between  that  type  of  thing 

in  tho  United  States  and  what  wo  have  in  Turner  Valley  is  the 
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introduction  of  a  new  factor  of  say  ten,  or  fifteen  year  term 
of  storage  ? 

A  Well  I  would  still  point  out  to  you  that  in  the  case,  let  us 
say  of  the  peoples  Natural  Gas  Company  in  Pennsylvania  when 
gr,s  is  put  into  one  of  their  storage  fields  I  as  a  consumer 
on  their  system  have  no  doubt  that  that  gas  is  going  to  be 
delivered  next  winter  to  me  and  my  partner  consumers,,  and  the 
difference  in  Turner  Valley  is  that  you  are  putting  the  gas 
into  that  reservoir  and  we  do  not  know  who  is  going  to  get  it. 
At  least  I  have  not  any  notion  as  to  who  will  get  the  gas  in 
the  fifteenth  year.  The  very  fact  of  conservation,  conser¬ 
vation  in  itself  is  apt  to  attract  industry,  gas  burning 
industry,  and  I  do  not  know  that  the  Board  would  be  inclined 
to  deny  industry  entrance  into  the  province  if  it  were  a  type 
of  industry  that  might  be  profitable  to  a  lot  of  people. 

Build  up  a  little  community. 

A  Wall  I  suggest  to  you  that  the  problem  you  raise  there  is 

something  that  possibly  can  bo  worked  cut  by  contract  or  by 
legislation  ? 

A  I  think  it  could  bo. 

Q,  On  terms  th=  t  would  take  care  of  the  consumer  interest  all 
the  way  through  ? 

A  I  would  think  it  could  be. 

V  Now  dealing  with  your  criticism  of  Mr.  Zinder’s  evidence  Mr. 
Davis.  Mr.  Chambers  examined  you  in  regard  to  the  first 
point,  the  question  of  coal,  competitive  fuels.  I  won’t  deal 
with  that.  In  regard  to  the  second  point  that  you  mentioned, 
endeavouring  to  value  the  gas  at  the  well  head  by  public 
utility  prices.  I  suggest  to  you  that  when  a  utility  is 
created  and  comes  under  regulation  for  the  first  time  you 
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have  to  take  the  situation  just  as  you  find  it,  and  in  fact 
the  actual  cost,  the  actual  money  invested  should  be  the  basis 
of  any  calculation  that  is  made.  Would  you  agree  with  that  ? 

A  May  I  ask  you  ii  it  would  be  a  parallel  to  say  when  the  Federal 
Power  Commission  was  created  in  the  States  and  given  authority 
to  regulate  the  natural  gas  industry,  that  it  should  have  taken 
let  us  say  the  Hope  Natural  Gas  as  it  found  it,  with  its  past 
investment  or  would  you  say  that  the  Federal  Power  Commission 
should  still  have  looked  into  the  matter  of  whether  or  not 
amortization  hod  been  token  in  a  proper  amount. 

Q  Oh  I  think  dealing  specifically  with  the  Hope  Natural  Gas 

Company  and  the  Federal  Powoi  Commission,  what  it  did  do  was 
to  take  original  cost,  examine  the  depreciation,  decide  that 
it  was  reasonable  or  otherwise  ? 

f 

A  And  disregarding  testimony  regarding  cost  to  reproduce. 

1  That  is  true  ? 

A  You  think  that  would  be  0.  K.  ? 

Q,  No  I  am  suggesting  to  you  that  in  this  particular  criticism 
which  you  have  would  that  be  a  fair  approach  to  it  ? 

A  Where,  on  the  inception  of  this  Act  for  tho  Board  to  take  tho 
property  as  is.  That  is  your  quostion  ? 

■X  Yes,  those  wells. 

4 

A  I  think  that  tho  Board  would  givo  consideration  to  the  useful¬ 
ness  of  the  property  to  the  service  that  it  is  in,  whether  or 
not  tho  size  of  tho  lino  is  suited  to  tho  gas  stream  that 
will  come  through  it  or  was  it  built  in  a  previous  year  when 
more  gas  was  available  to  it.  I  think  the  Board  would  fail 
in  its  duty  if  it  blindly  said,  they  still  havo  got  a  million 
dollars  invested  and  I  guess  that  is  ell  right.  I  think  they 
should  look  to  tho  suitability  of  tho  equipment  for  the  service 
that  it  is  going  to  render  and  bo  guided  largely  thereby. 
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Q,  You  agree  with  Mr.  Zinder,  however,  that  the  utility  method 
of  determining  the  value  of  gas  produced  in  Turner  Valley  is 
not  applicable? 

A  I  agree  with  h::m  that  that  is  an  impractical  scheme  to  try 
and  value  gas  on  the  utility  approach.  I  do  not  know  that 
Mr,  Zinder  ....  I  think  he  ‘made  calculations  on  that  and 
said  he  did  not  recommend  it. 

Q,  That  is  true? 

A  I  did  not  make  any  calculations  on  it.  I  just  do  not  recommend 
it  a  nyw  ay , 

Q,  I  suggest  to  you,  then,  that  you  "have  to  go  somewhere  else  to 
get  a  measure  of  value  ,  a  yardstick? 

A  If  there  he  any  place  to  go  you  h  ve  to  go  some  place  else. 

If  that  does  not  afford  it. 

Q  THE  CHAIRMAN :  And  if  you  want  to  approach,  it  from 

some  scientific  principle? 

MR.  MCDONALD:  Yes. 

Q,  Have  you  any  suggestions  as  to  where  there  is  a  yardstick 
or  a  scientific  principle? 

A  I  think  I  have  indicated  that  I  know  of  no  scientific 
approach,  if  I  may  call  it  that.  I  guess  I  called  it 
pencilled  figures  didn’t  I.  I  know  of  no  way  of  arriving 
at  a  value  by  calculation.  That  is  what  you  mean  by  scientific 
appro  a ch . 

Q,  Yes? 

A  It  seems  to  me  the  factors  are  too  indeterminate  to  put 
mathematical  values  on  them,  each  factor  alone.  It  is  as 
easy  to  judge  the  answer  placed  upon  all  of  the  facts  and 
knowledge  that  you  can  gain  of  the  problem  as  it  is  to  try 
to  put  a  separate  value  on  eveiy  factor  and  then  multiply 
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an  d  di  v  id  e  . 

You  do  get  to  this  point  ,  and  that  is  that  the  producer  can 
only  expect  to  get  what  his  gas  can  be  sold  for  in  the  con¬ 
suming  market,  less  the  cost  of  getting  it  there? 

That  is  about  all  he  is  going  to  get.  He  is  not  going  to 
get  any  more  than  it  will  sell  for,  less  the  cost  of  getting 
it  there. 

In  t  he  co  nsu mi  ng  ma  rke t  ? 

Yes.  That  is  about  all  there  is  to  .that.  You  cannot  get 
any  more  than  that  because  there  will  not  be  anybody  pay 
more  than  that. 

In  order  to  find  out  what  the  products  can  be  sold  for,  you 
have  to  look  at  the  market  which  the  transporter  is  delivering 
his  gas  to? 

That  is  a  practical  way  to  look  at  it. 

And  then  the  question  of  c  ompet  ition  with  other  fuels  or 
the  value  of  service  to  the  ultimate  consumer  oomes  into 
question? 

'qven  such  an  intangible  thing  as  psychology  comes  into  mind. 
Yes,  we  have  had  some  of  that  too.  Now  then,  Mr.  Davis, 
throughout  your  statement  you  refer  to  waste  in  years  gone 
by  and  you  seem  to  imply  that  has  some  bearing  on  determining 
the  value  of  gas,  the  price  for  the  gas.  Now  are  we  not 
dealing  with  a  situation  which  is  created  by  this  Act  and 
should  we  not  look  to  the  future  rather  than  to  the  past? 

I  just  suggested  a  moment  ago  to  you  that  psychology  is  a 
matter  of  some  importance.  If  the  Board  could  find  a 
thoroughly  reliable  scientific  solution  that  would  fix  the 
value  of  this  gas,  scientific  and  unassailable,  I  think 
'they  would  not  find  the  problem  so  difficult  for  them  in 
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the  future.  But  they  will  find  if  their  solution  at  best 
is  a  n  approximation  based  upon  judgment,  based  upon  all 
the  facts  they  have,  it  is  a  determination  that  cannot  be 
proven  by  scientific  approach  and  then  if  the  Board  says 
’’this  gas  at  the  well  head  is  worth  58,”  and  the  people 
in  Calgary  say  ,fWhat,  58?  Why  those  people  used  to  throw 
500  million  feet  a  day  out  into  the  air  out  there.”  What 
would  that  be,  25, 000. 00  a  day.  They  do  not  believe  it 
is  worth  58-  That  is  the  judgment  of  the  man  on  the  street 
and  he  has  got  something  on  his  side. 

I  am  suggesting  to  you  that  this  Board  may  be  tempted  to 
take  that  into  consideration  and  maybe  somebody  who  did  not 
give  much  thought  to  it  might  take  it  into  consideration 
but  surely  it  is  the  price  of  the  future  that  you  are  fixing 
and  that  price  is  based  substantially  on  the  facts  now,  that 
are  now  in  existence  and  you  should  not  go  behind  that.  What 
I  have  in  mind  is  this  ,  Mr.  Davis,  by  adopting  that  theory, 
that  consideration,  do  we  not  o  :en  up  the  matter  that  you 
and  I  were  discussing  the  last  time  I  was  cross-examining 
you,  the  history  of  Turner  Valley  and  all  that  transpired 
frotj  the  day  that  gas  was  discovered  there  up  to  the  passage 
of  this  Act?  You  mentioned  a  minute  or  two  ago  that  all 
that  happened  from  1926  on,  or  1925  on  to  date  is  relevant? 
Yes  I  think  so. 

I  am  going  to  suggest  to  you  that  in  193  2  there  was  a 
Hearing  before  the  Legislative  Assembly  in  this  Province 
in  which  the  whole  gas  matter  was  oanvassed.  Were  you 
pr  e  s  ent  at  t  h  at  he  ar  i  ng  ? 

No  .  A  He  ar  ing  ? 

Have  you  any  recollection  of  advising  the  late  Mr,  Yorath 
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in  regard  to  the  presentation  he  made  at  that  Hearing? 

I  am  sorry,  I  do  not  remember.  Do  you  have  the  record 

relating  to  it? 

Q 

Yes,  I  have  some  record.  I  think  there  is  extent  a 

verbatim  record  of  everything  that  was  said  at  that 

Hearing? 

A 

I  would  like  to  knew  what  I  said. 

THY  CHAIRMAN :  What  was  that,  Mr.  McDonald?  A  meeting 

of  the  Agricultural  Committee? 

MR.  MCDONALD:  A  meeting  of  the  Agricultural  Committee 

on  March  18th  193  2. 

Q, 

* 

All  I  have  before  me,  Mr.  Davis,  is  the  Calgary  Herald 

edition  of  Friday,  March  18th  193  2  and  the  headline  is 

” Yorath  opposes  gas  export,”  Yorath. 

A. 

He  opposes  who? 

Q 

The  export  of  gas? 

A 

Oh. 

Q 

Now  I  am  suggesting  to  you  that  following  your  evidence 

as  already  given  and  I  think  as  referred  to  in  this  state¬ 
ment  you  had  at  some  time  advised  Mr.  Yorath  there  was  not 

sufficient  reserve  in  Turner  Valley  to  allow  the  export 

of  gas  from  Turner  Val.ley  ,  in  1232. 

THE  CHAIRMAN:  That  is  a  long  time  ago.  Why  donft 

you  gL  ve  it  to  Mr.  Davis  and  let  him  look  at  it  and  let 

him  read  it  and  then  he  can  tell  you  whether  he  advised 

Mr,  Yorath  or  whether  he  did  not. 

A 

I  do  not  recoil  anything  about  it.  Because  Mr.  Chambers 

yesterday  asked  me  how  much  gas  I  thought  there  was  in 

Turner  Valley  back  about  1930  .  I  looked  into  the  record 

of  the  1931  Hearing  and  at  that  time  stated  that  two  years 

'  V  . 
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prior  to  the  date  of  the  Hearing,  which  was  in  May  1931, 

I  had  estimated  the  gas  reserves  of  Turner  Valley  at  not 
less  than  500  billion.  That  means  in  1929.  Now  at  that 
time,  1929,  according  to  the  testimony  in  the  1931  case 
about  100  million  cubic  feet  of  gas  was  being  produced 
in  the  Turner  Valley,  including  gas  that  went  to  the  market. 

By  1930  the  daily  produc t ion  w as  about  300  million  feet  and 
in  193  1,  the  date  of  the  Hearing,  it  was  about  500  million 
cubic  feet.  I  would  have  said  back  in  that  time  given 
500  billion  cubic  feet  and  no  waste  you  have  got  gas,  to 
gD  where?  Not  Chicago,  not  250  million  feet  a  day  with  a 
26  inch  line  ,  but  gas  enough  to  go  if  jrou  want  it  to  Regina 
or  Moose  Jaw  or  maybe  Saskatoon.  In  other  words,  the  longer 
your  line  the  more  gas  you  have  to  cariy  through  it  and  for 
a  longer  period  of  years  in  order  to  get  your  investment  back. 
Yes? 

We  can  go  500  miles.  In  my  judgment  at  that  time,  if  we  had 
had  conservation  back  in  1931,  at  the  time  of  the  Hearing, 
people  were  talking  of  conservation  and  it  was  expected  then 
that  the  Assembly  would  pass  a  law  limiting  production  to  40% 
of  the  overflow. 

And  that  transpired? 

In  any  case,  40%  became  400  million  cubic  feet,  you  know, 
pretty  soon. 

Have  you  any  knowledge  of  this,  following  that  Hearing  the 
Government  of  the  Province  determined  on  the  policy  in 
regard  to  the  export  of  gas.  Have  you  any  knowledge  of 
that  ? 

I  believe  -  just  what  my  knowledge  is  I  have  the  general 
impression  thaJ1‘  to  export  -  gas  from  Alberta  you  would 
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have  to  secure  legislative  approval.  I  believe  you  have 
to  do  that. 

Do  you  know  if  any  applications  were  made? 

I  do  not  know  of  any. 

Do  you  know  of  any  applications  to  export  gas  from  Alberta 
in  quantity  that  have  been  granted? 

Not  in  quantity.  A  little  gas  was  taken  from  Alberta  down 
across  the  Montana  line  f  o  r  a  number  of  years  but  it  was  not 
in  any  great  quantity.  I  do  not  know  of  any  grant  having 
been  made  that  would  permit  a  sizeable  amount  of  gas  to  be 
taken  for  a  long  period  of  years.  I  do  not  know  of  any.  I 
do  not  know  of  anybody  ever  getting  far  enough  in  the  plan 
to  export  gas  to  reach  the  point  of  making  application.  Of 
course  there  may  be  somebody  has  done  it. 

Can  you  tell  me  this,  Mr.  Davis,  if  you  can  recollect  it,  of 
the  500  million  feet  a  d  ay  that  was  being  produced  in  say 
1931  do  you  know  the  percentage  that  was  controlled  by  the 
Royal  it  e  Company? 

I  do  not  know  but  I  presume  it  was  a  substantial  portion. 

But  there  still  remained  outside  the  control  of  the  Royalite 
Company  a  substantial  block  of  production? 

In  addition? 

In  addition? 

In  addition  to  Royalite,  there,  was  substantial  production 
from  other  operators. 

Do  you  know  of  any  steps  taken  by  the  Gas  Company  to  bring 
that  gas  that  was  not  covered  by  the  Royalite  contract  into 
the  market? 

I  do  not  know  of  any.  I  do  not  believe  the  Gas  Company 
could  have  taken  such  a  step.  In  the  year  in  which  they 
made  that  contract  there  is  no  gas  available  from  other 
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producers.  There  is  no  certainty  that  there  will  be  any 
other  producers  and  under  the  circumstances  it  was,  as  I 
see  it,  a  natural  development  for  the  Gas  Company  to  contract 
with  the  Royal  it  e  on  the  theory  that  they  would  be  the  only 
source  of  .gas.  They  were  at  the  moment  the  only  source  in 
sight. 

Q,  Yes? 

A  And  when  the  time  comes  that  Royalit  e  has  plenty  of  gas  for 

rendering  the  service  the  Gas  Company  cannot  complain  on  that 
score,  and  it  is  rendering  a  service.  I  do  not  believe 
the  Gas  Com  any  could  go  to  others  and  try  to  break  the 
Royal  i  t  e  co  nt  r  act  . 

Q,  I  am  not  suggesting  that  they  could  do  it  legally? 

A  I  would  not  have  advised  them  to  do  it  anyway. 

Q,  What  did  they  do  as  a  matter  of  policy  to  maintain  the 
reserve? 

A  I  do  not  believe  that  would  have  done  any  good.  I  think  the 
Gas  company  would  have  been  well  advised  to  have  adopted  a 
policy  that  would  have  prevented  waste  of  Turner  Valley  gas. 

Q,  Ye  s? 

A  If  such  a  policy  could  have  been  promulgated  by  the  Gas 
Company. 

Q,  I  suggest  to  you  that  this  Gas  Company  prevented  themselves  - 
perfectly  businesslike  and  I  am  not  criticizing  them  but  it 
is  as  a  result  of  this  contract  that  the  Gas  Company  could 
not  take  the  steps  that  you  are  now  advocating  and  said  that 
they  should  have  taken? 

A  No.  No  me  t  ter  what  tbe  Gas  Company  did  the  people  out  there 
wer e  going  to  produce  that  naphtha.  They  were  not  drilling 
wells  for  gas.  They  were  drilling  well s  for  naphjha.  Naphtha 
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was  the  t  hing. 
THE  CHAIRMAN  : 


Abd  did  not  the  G-as  Company  have  to  tie 


up  with  Royal  it  e  so  that  they  could  have  an  assured  supply? 


MR.  MCDONALD: 
THE  CHAIR  MAN  : 
MR.  MCDONALD: 


I  am  not  criticizing  it  at  all. 

No,  quite. 

Q,  MR.  MCDONALD:  Is  it  not  fair  to  say  this,  that  because 

geologists  like  yourself  or  engineers  like  yourself  made 
a  mistake  of  the  estimate  of  the  total  reserves  in  Turner 
Valley  so  that  a  pipeline  could  not  be  financed  to  sell  this 
gas  somewhere  else  and  because  of  the  exclusive  contract 
which  prevented  the  sale  of  a  great  deal  of  the  gas  that  was 
being  produced  from  time  to  time,  you  now  advocate  that  those 
considerations  should  be  used  to  reduce  the  price  of  gas 
paid  to  operators  in  the  Valley? 

A  Well  undoubtedly  my  early  estimates  of  gas  in  Turner  Valley 
were  lew.  Undoubtedly.  But  people  with  money  to  build 
these  lines  do  not  build  them  unless  they  feel  assured  of 
a  supply.  You  cannot  feel  that  way  about  a  field  where  500 
million  feet  of  gas  was  going  into  the  air  eveiy  day,  no 
matter  what  a  geologist  estimated.  If  my  estimate  had  been 
a  good  one  and  suppose  I  had  estimated  something  like  li-  - 
trillion  cubic  feet  ,  500  million  going  into  the  air  every 
day,  175  billion  cubic  feet  a  year.  10  years. 

q  I  will  ask  you  this  ,  is  this  your  experience  in  regard  to 
gas  conservation  in  the  United  States,  that  conservation 
has  followed  fairly  easily  and  definitely  when  there  has 
been  a  value  established  for  the  gas  and  a  market  provided? 

A  Conservation  in  the  United  States  of  natural  gas  has 

followed  the  law  and  regulation.  In  California  the  Lyons’ 

Law  passed  I  believe  in  193  1  put  a  stop  to  gas  wastage. 
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Prior  to  that  time  in  192  9  natural  gas  had  been  for  the 
first  time  piped  to  San  .franc  is  eo  .  There  was  a  market 
for  gas  but  the  market  was  not  big  enough  to  absorb  all 
the  gas  that  the  oil  fellows  wanted  to  produce  so  they 
just  let  her  go  in  the  air,  looking  to  their  own  immediate 
interests.  The  Lyons  Law  stopped  that  in  California.  Then 
you  take  it  in  Texas . 

May  I  just  ask  you  a  few  questions  regarding  that?  The 
operator  had  a  chance,  there  was  some  market  for  gas  and 
ea<CQ  operator  had  some  market  in  w  hich  to  put  his  gas? 

Now  you  take  the  Kettleman  Hills  in  California  the  oil 
oper ator s  w er e  seeking  to  give  away  gas.  They  tried  to 
give  away  all  the  gas  they  could.  They  wanted  you  to 
take  all  the  gas  you  could  in  order  that  they  might  produce 
oil  and  the  reason  you  did  not  take  the  gas  at  a  cent  a 
thousand  was  because  you  had  already  contracted  for  all 
you  could  take  and  you  could  not  take  all  the  gas  they 

wanted  to  give  to  you.  In  Texas  the  greatest  waste  of  gas, 

« 

voluntary  waste  without  any  excuse,  was  back  in  1935-6-7 
when  some  gasoline  extraction  plants  were  built  in  the 
Amarillo  field,  large  plants,  several  of  them.  There  was 
permitted  to  go  into  the  air  daily  approximately  1  billion 
feet  of  gas  and  that  was  only  stopped  by  law,  regulation. 
People  could  not  build  enough  pipelines  to  take  that  gas. 

Is  the  Amarillo  field  a  gas  field  or  an  oil  field? 

The  Amarillo  field  is  a  gas  field  with  a  certain  amount  of 
oil  along  its  Northern  border.  It  is  always  thought  of  as 
a  gas  field.  The  oil  field  there  is  not  necessarily  in 
the  same  bed.  Some  of  tie  oil  is  in  the  same  bed  but  there 
is  little  connection  between  the  gas  and  the  oil  in  Amarillo, 
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less  than  there  is  in  Turner  Valley. 

Now  you  stress  conservation  as  being  a  matter  in  the  public 
interest.  Could  not  this  situation  have  been  in  effect  in 
1932  and  193  5,  or  from  1930  to  1935,  that  it  was  more  useful 
to  the  economy  of  Alberta  to  produce  this  gas  and  produce  the 

naphtha  and  gasoline  from  it  than  to  save  that  gas  by  storage 

in  the  ground? 

Well  I  cannot  say  that  it  would  have  been  desirable  to  have 

put  in  compressors  in  say  1930  capable  of  restoring  the  500 

million  feet  of  gas  daily  into  the  reservoir. 

I  am  not  thinking  of  storing  it,  I  am  thinking  of  restricting 
pr  oduc  tion? 

I  am  going  to  say  that  I  could  not  go  along  with  you  about 
restoring  the  gas  there,  because  you  have  2000  pounds  in 
the  reservoir  and  the  compressors  would  have  reached  all  the 
way  from  here  to  Turner  Valley.  But  I  think  it  might  have 
been  a  good  thing  for  the  people  of  Alberta  could  their 
authorities  have  seen  down  the  line  and  restricted  that 
production  very  very  drastically.  I  think  so. 

I  am  only  suggesting'  to  you  maybe  that  their  thought  was 
weighed  by  the  parties  who  had  charge  and  they  decided  they 
wanted  naphtha  and  the  gasoline  fbr  the  benefit  that  was 
then  going  to  ensue  to  the  public  generally.  Is  that  not 
a  consideration  that  should  be  taken  into  account  if  so? 

You  mean  should  be  not  at  any  time  take  into  account  that 
it  is  proper  to  let  people  pursue  their  business,  if  it 
be  an  honest  business?  You  are  suggesting  to  me  ...  .  . 

No,  I  am  suggesting  to  you  that  the  question  of  whether 
this  gas  should  be  allowed  to  be  produced  in  order  to 
raise  naphtha  and  gasoline  to  the  surface  was  not  better 
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economy  for  the  Province  of  Alberta  than  to  restrict  prod¬ 
uction  at  that  particular  time. 

A  It  was  my  view  in  1931,  expressed  in  the  Hearing,  that 
conservat  on  \  m  a  desirable  thing  then.  I  believed  in 
conservation  in  Turner  Valley  back  at  that  time, 

THE  CHAIRMAN  :  I  think  we  will  adjourn  until  2  oT clock. 

(At  this  stage  the  Hearing  was  adjourned  until  2  P.M.  ) 


(Go  to  page  5557) 
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2  P.M.  SESSION 

MR.  CHAMBERS :  To  complete  the  record,  Sir,  I  vc  uld 

like  to  tender  as  an  Exhibit  a  certified  copy  of  the  Order  of 
the  Board  )i  Public  Utility  Commissioners  of  the  26th  of 
January,  1945,  which  approved  that  rate  Number  6,  and  that 
will  complete  the  record,  and  we  will  have  copies  made  of  it. 

CERTIFIED  COPY  OF  ORDER  PRODUCED 

HERE  MARKED  EXHIBIT  151. 

THE  CHAIRMAN:  Since  we  adjourned  and  since  I  had 

reasonable  hopes  that  we  may  be  finished  by  5.30,  I  have 
arranged  with  Dr.  Katz  that  he  will  meet  us  at  4.00  o’clock, 
allowing  fifteen  minutes  one  way  or  the  other  according  to 
hov7  we  finish.  I  personally  would  rather  work  from  four  to 
half  past  six  than  to  come  back  and  work  from  eight  o’clock 
until  some  time  at  night,  so  that  I  have  arranged  for  four 
o’clock  if  that  is  convenient  to  all. 

There  is  one  other  feature  I  would 
like  you  to  think  about  and  toll  me  your  opinion  on  it 
tonight,  and  that  is  we  will  discuss  these  two  problems  which 
I  have  mentioned  and  any  others  which  you  may  have,  and  then 
should  we  consider  the  propriety  of  celling  Dr-  Katz  as  a 
witness  tomorrow,  so  that  whatever  recommendations  or  advicG 
he  may  give  to  the  Board  will  form  part  of  the  record? 

You  can  think  about  that  and  tell  me  about  it  later  on. 

All  right,  Mr*  McDonald. 


RALPH  E .  DAVIS ,  having  been  recalled, 
cross-examination  by  Mr .  McDonald  continued:- 

Q,  Mr. Davis,  turning  now  to  this  question  of  the  allocation  of 

the  gathering  costs  betweon  the  gasoline  plants  and  the  consumer, 
am  I  right  in  summarizing  your  statement,  that  you  think  such 
costs  should  bG  allocated  on  tho  basis  of  benefits  received  by 
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the  gasoline  plants  and  by  tho  consumer? 

A  I  doalt  with  that  this  way,  inasmuch  as  I  suggested  it  in 
tho  written  statement,  and  that  is  an  indication  that  it 
had  my  preference,  to  treat  the  gas  stream  coming  from  the 
wells  and  entering  the  gasoline  plant  as  tho  raw  material... 

0-  Ycs  ? 

A  ....of  that  plant,  and  tho  stream  of  gas  leaving  that  plant 
thereupon  becomes  the  raw  material  for  the  gas  oonsumor,  and 
we  have  taken  away  from  the  stream  a  portion  of  it . 

Q.  Yes? 

A  ....which  we  will  all  agree  you  should  pay  for  that. 

KR.HARVIE:  I  am  finiino  it  rather  hard  to 

he  ar ,  Mr •  Davis. 

A  I  will  try  to  speak  lOuder.  Now  you  followed  that  state¬ 
ment  in  the  written  testimony? 

Q,  MR.  MCDONALD:  Yes? 

A  Well  that  was  the  suggestion  of  mine  and  I  have  also  said 
that  any  basis  that  is  not  on  the  face  of  it  unfair  is  a 
bas  s  that  requires  that  ho  who  benefits  should  pay. 

<4  Ygs,  and  what  I  am  trying  to  arrive  at  is  what  is  going  to 
be  tho  measure  of  our  bonofits,  is  it  tho  value  of  these 
products  in  each  case? 

A  That  is  one  way. 

Q,  That  is  one  way? 

A  And  the  other  way  is  to  go  on  a  formula,  that  there  is  100 
parts  in  tho  stream  benofitting  tho  gasoline  plant  at  the 
outlet  and  9 Qc/'o  benofitting  tho  gas  consumer,  and  tho  sum  of 
tho  two  is  190  and  the  gasoline  plant  would  bear  100/190 ths 
of  the  cost  of  gathering  and  the  second  party  90/l90ths. 

Now  that  is  a  formula  which  is  presented  to  you,  which  has  as 
much  merit  as  any  other  so  far  as  I  am  aware. 
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Q,  Well  now,  is  there  any  principle  behind  that  formul’a,  or  is 
it  just  an  arithmetical  statement,  or  is  there  any  principle 
behind  it? 

A  Well  the  principle  behind  it  is  this,  again  I  am  guided  a 
little  by  the  history  of  things.  Prior  to  the  connection 
between  the  operation  of  the  gasoline  plant  and  the  gas  dis¬ 
tribution  system,  when  the  gas  was  going  in  the  air,  that 
stream  of  gas  coming  into  the  plant  was  certainly  100^  the 
raw  material  of  that  plant.  Now  the  only  thing  you  have 
done  after  that  is  to  make  a  connection  with  the  gas  pipe  line 
where  it  goes  through  a  scrubbing  plant  and  compressor  probably, 
or  in  this  case  certainly,  and  there  you  have  a  smaller  stream. 
In  one  case  maybe  90$  and  in  another  case  ay  -c  85$  of  the 
original  stream,  and  it  just  seems  to  me  that  there  is  as  much 
basic  logic  in  that  as  there  is  in  saying  "Well  one  gets  x 
units  of  value  out  of  it  and  the  other  gets  y  units  of  value11, 
and  those  are  two  things  that  vary  from  time  to  time,  we  do 
not  know  how  rich  the  gas  is  going  to  be,  we  do  not  know  What 
the  price  of  gasoline  is  going  to  be  and  it  is  u  formula  which, 

I  might  say,  fluctuates  a  little  whereas  the  first  fo.rmula 
does  not  fluctuate  at  all.  It  is  rigid,  100/l90ths. 

Q,  Nell  could  not  someone  else  look  at  it  and  say,  as  we  have 
done  here,7Tit  is  10  and  90  and  totals  100,  and  it  should  be 
10/l00ths,I?  is  that  not  os  sensible  as  to  say  l00/l90ths? 

A  Well  it  is  an  unfair  division.  It  does  not  appeal  to  me  as 
being  fair.  I  do  not  believe  when  the  gasoline  operators 
have  been  able  to  bear  the  costs  of,  the  whole  costs  of 
gathering  gas,  I  do  not  believe  it  is  fair  when  he  suggests 
he  wo uld  like  now  to  bear  only  10$  of  that  cost. 

Q,  I  am  just  suggesting  to  you  the  arithmetical  approach, 

as  we  have  mentioned  as  10/lOOths . 
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A  That  is  the  trouble,  there  are  so  many  arithmetical  approaches 
to  the  problem,  and  the  arithmetical  approach  leads  to  a 
conclusion  which  we  know  on  the  face  of  it  is  not  right. 

Q,  Now  just  going  back  to  the  question  of  benefits  or  realization 
in  money,  y«*u  did  mention  on  the  basis  of  the  gross  realiza¬ 
tion,  that  is  the  gross  value  of  each  product  obtained,  the 
price  of  gas  is  fixed  by  regulation  but  the  price  of  natural 
gasoline  is  subject  to  fluctuation  in  the  market,  and  that 
c  reates  an  uncertainty,  and  then  you  have  a  further  uncertainty 
which  occurs  to  me,  and.  you  might  tell  mo  whether  you  agree 
with  it  or  not,  in  the  case  of  gas  there  is  no  manufacturing 
element  entering  into  the  value  of  the  gas,  as  it  then  comes 
out  of  the  scrubbing  plant  or  out  of  the  absorption  plant, 
but  in  connection  with  the  gasoline  there  may  be  a  variation 
in  costs  in  the  manufacturing  of  the  gasoline,  which  would 
have  to  bo  taken  into  account? 

A  That  may  be,  and  that  could  be  a  variation  on  the  costs  of 
the  gas  stream,  on  this  ground  that  you  may  start  out  with 
a  stream,  we  will  gay,  on  a  given  system  of  10  million  feet 
per  day  and  it  might  drop  to  nine  or  it  might  drop  to  oight 
next  year,  but  it  would  bo  ascending  on  the  M.C.F,  basis. 

If  you  and  I  could  loo'  at  it  this  way,  wo  do  not  have  this 
gathering  system  but  we  will  say  I  am  a  las  Company  man,  I 
am  desirous  of  securing  an  addition  to  my  gas  supply  and 
you  are  a  gasoline  plant  operator  in  the  business . 

Cl  Yes? 

A  . in  the  business  of  building  these  plants  in  suitable 

places.  I  might  say  to  you  "Here  is  an  opportunity,  here  is 

a  place  where  I  can  secure  some  gas  and  I  can  reduce  my 

cost  either  by  putting  the  plant  in  myself,1  which  is  not  my 

line  of  business  or  "how  would  you  like  to  consider  putting 
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in  a  plant?"  Now  the  Phillips  Petroleum  Company  made  a 
great  business  of  tnat  scheme.  They  built,  I  presume  at  least 
100  plants,  now  I  do  not  know  -whether  it  was  100,  but  plants 
all  over  Oklahoma,  Texas  and  other  places  where  the  gas 
people  did  not  want  to  build  a  gasoline  plant.  Phillips  did 
the  business  and  they  specialized  on  it.  Now  if  I  came  to 
you  with  that  sort  of  proposition,  and  you  said  "That  willbe 
fine,  Davis,  if  you  will  build  a  gathering  line  and  bring 
it  over  to  my  plant  and  let  me  take  out  whatever  I  will  take 
out,  which  I  will  pay  for  at  its  cost  to  you,  and  if  it  is 
only  10$  of  the  total  I  will  pay  10$  of  the  gathering  cost " , 
you  and  I  could  not  get  together  because  that  is  not  fair, 
your  portion  of  the  cost  on  that  basis  would  not  be  fair. 

Q,  Nov/  that  would  depend  upon  the  GPM  content  of  the  gas,  to 
start  with? 

A  That  would  be  the  business  of  the  gasoline  plant  operator. 

Q,  And  it  would  depend,  upon  the  terms  or  the  total  cost  of  the 
operation  of  the  gasoline  plant? 

A  That  statement  would  be  true. 

Q,  Nov/  when  we  are  speaking  of  benefits  in  this  gross  realiza¬ 
tion,  or  this  realization  approach,  we  are  speaking  of  the 
net  profit  received  by  the  gasoline  plant  as  against  the  net, 
the  value  of  the  gas  at  the  outlet  of  the  gaso  line  plant? 

A  I  do  not  think  it  would  be  necessary  to  go  from  the  end  of 

that  gasoline  plant  on  down  through  the  scrubber  plant  on  to 
the  compressor  plant  and  on  to  the  pipeline  into  Calgary,  to 
find  out  how  much  money  might  be  made  out  of  that  thousand 
feet  of  gas  reaching  the  Calgary  distribution  plant,  I  do  not 
think  we  need  to  do  that* 

Q,  You  do  not  need  to  go  that  far? 

A  No,  I  would  be  inclined  to  say  "Here  is  some  gas  coming  out 
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of  the  end.  of  this  gasoline  plant1’. 

Q,  And.  which  has  a  certain  value? 

A  And.  it  is  worth,  let  us  say,  2  cents. 

Q,  An  arbitrary  figure? 

and 

A  2  oents,  and  over  here  is  a  gasoline  plant/coming  out  of  that 
plant  is  something  that  bnlon^ato  some  other  fellow  and  it 
worth  the  market  price,  say  6  cents. 

Q,  And  would  you  take  from  that  6  cents  the  cost  of  producing 
it,  the  4-g-  cents,  so  that  you  would  have  really  a  comparison 
of  your  total  costs  of  a  unit,  of  1-g-  cents  for  the  gasline, 
against  the  oost  of  2  cents? 

A  As  I  have  your  question,  Mr.  McDonald,  if  you  fail  to  make 
any  net  profit,  you  are  going  to  shut  down  your  plant. 

0,  Y0s? 

A  That  is  right. 

Q,  That  would  bo  the  result? 

A  If  you  did  not  make  any  profit. 

Q,  Ycs>  and  on  that  basis,  if  the  gasoline  plant  did  not  make 

any  profit,  on  that  basis,  then  there  would  bo  no  unit  roaliza 
tion  to  it  and  tho  100^  realization  would  be  on  the  gas 
market? 

A  Nov/  you  run  into  a  practical  illustration  of  leaving  out 

something  on  a  formula  duo  to  the  difficulty  of  reaching  an 
answer,  it  is  difficult, 

Q,  Yes,  I  understand? 

A  To  try  and  reason  through  on  any  one  formula,  but  it  seems 
to  mo  if  it  were,  true  that  this  gas  is  worth  2  cents  to  me, 
if  I  do  not  get  it  here  I  v/ill  get  it  somewhere  else,  it  is 
worth  2  oents  to  me,  and  that  amounts  in  the  course  of  a  day 
to  $100.^0  worth  of  stuff  to  me.  I  am  getting  that. 

Q,  Yes? 
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A  Nov/  I  believe  if  you  are  going  to  pay  half  the  cost  of 
gathering  that  gas,  you  should  be  entitled  to  get  about 
$5100  .OOworth  to  you? 

Cl  Y0s? 

A  In  other  words,  that  is  kind  of  leaning  over  in  your  direction 
hero,  and  saying  that  I  think  the  unit  valuG  at  tho  point 
right  there  is  more  controlling  than  is  tho  gross. 

Q,  Yes? 

A  I  do  not  know  but  that  is  the  way  it  looks  to  me. 

Q,  Thank  you.  Now,  Mr*  Davis,  in  your  statement  you  have 

referred  to  the  prices  at  the  field,  in  regard  to  some  of  the 
gathering  systems  or  transportation  systems  in  the  United 
States,  and  there  you  were  replying  to  Mr*  ZindorTs  evidcnco 
in  part;  now  can  you  give  me  this  information  in  regard  to, 

I  think  it  is  the  Tennessee  Gas  &  Transmission  Company,  how 
long  is  the  pipe  line  that  that  company  maintains? 

A  That  is  approximately  1250  miles. 

Q,  Yes  ,  and  it  runs  roughly  from  what  field  to  what  centre? 

A  Well  it  extends  from  a  point  near  Corpus  Christ!  and  Corpus 

Chris ti  is  about  250  miles  in  round  figures  Southwest  of 
Houston,  Texas,  it  starts  at  a  point  West  of  Corpus  Christ! 
in  what  is  known  as  the  S  trat ton-Aqua-Duloe  Fields,  that  is 
where  that  pipe  line  starts,  and  gas  is  delivered  into  it 
there  from  the  Stratton  field,  and  it  extends  Northeasterly 
until  it  reaches  Cornwall,  West  Virginia,  and  that  distanoe 
is  about  1250  miles. 

Q,  And  where  are  the  main  distribution  centres  on  it? 

i 

A  None.  It  delivers  praatically  no  gas  s'hort  of  its  destin¬ 
ation,  practically  nono . 

Q,  And  what  typo  of  market  doos  it  servo  at  its  destination? 

A  They  have  contracts,  one  is  a  subsidiary,  the  Columbia  Gas  & 
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Eloctric ■ Company* 

Q, 

Is  that  a  domestic  distributor? 

*  A 

Whole-sale  and  domestic.  They  are  a  domestic  distributor  in 

Charleston,  West  Virginia,  and  other  places  but  the  most  of 

that  gas  is  handled  in  the  wholesale  market,  delivered  to 

other  pipeline  companies  and  that  company  takes  slightly  more 

than  100  million  cubic  foot  per  day,  the  other  "100  million 

cubic  feet  per  day  is  delivered  to  the  Hope  Natural  Gas 

Company,  which  company  also  is  a  wholesale  distributor  and  a 

retailor . 

Q, 

Ygs? 

A 

• 

And  that  gas,  I  might  say,  reaches  its  market  in,  some  of  it 

in  Pittsburgh  and  other  cities  in  Western  Pennsylvania,  and 

some  of  it  in  Ohio,  other  in  Cincinnati  and  Columbia. 

Q, 

So  that  in  addition  to  the  1200  miles,  there  are  pip6  line 

distributor  systems  of  these  other  companies  added  to  the 

Tennessee? 

A 

Not  added  to  the  Tennessee.  The  Tennessee  Gas  &  Transmission 

has  this  pipe  line,  1250  miles,  and  it  delivers  gas  to  Hope 

and  Cornwall,  West  Virginia.  It  delivers  gas  to  the  United 

at 

Fuel  Gas  Company, /another  station,  I  forget  the  name  of  it, 

• 

it  does  not  matter,  it  is  in  the  vicinity  of  the  border 

between  Kentucky  and  West  Virginia. 

(Go  to  page  5565 ) . 
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a 

Would  it  be  fair  to  say  that  this  gas  delivered  through  the 

t 

Tennesseo  transmission  lines,  60 jo  of  that  is  used  for  indus¬ 

§ 

A 

trial  purposes  as  contrasted  to  domestic  consumption  ? 

I  do  not  think  the  figure  would  justify  that  statement. 

Q. 

Gan  you  tell  me  the  figure  ? 

A 

It  is  always  a  surprise  to  me  when  I  see  what  a  big  percentage 

of  gas  is  sold  in  the  Appalachian  region  to  industrial  plants. 

I  think  something  like  40 $  goes  to  industrial  plants  but  it 

does  not  go  to  industrial  plants  for  use  in  industrial  boilers. 

i  / 

I  think  the  lowest  prices  -  I  may  be  mistaken  -  but  at  any 

rate  industrial  gas  sold  by  the  Peoples  Natural  Gras  Company  is 

i 

0 

not  sold  under  a  price  of  twenty-nine  cents.  If  you  cannot 
/ 

pay  twenty-nine  cents  Mcf  for  gas  you  do  not  get  the  gas.  I 

do  not  know  the  lowest  cost  per  unit  for  the  Peoples  Natural 

G-as  Company. 

Q, 

I  have  the  A.G-.A.  service  book.  Can  you  pick  that  out  for  me  ? 

A 

I  do  not  think  I  can  do  it  any  better  than  you  can.  Are  you 

referring  to  what  these  people  do  with  it  up  east  ? 

Q, 

Yes,  I  would  want  to  know  if  the  end  use  is  domestic  or 

industrial  ? 

A 

Q, 

It  is  both. 

And  your  proportion  is  40$  industrial,  would  be  a  fair  guess  ? 

t  A 

Yes,  I  may  say  that  based  upon  the  percentage  of  total  sales 

in  the  Appalachian  region.  This  particular  gas  mixed  with 

other  gas,  I  cannot  call  it  this  gas.  Do  you  wish  me  to  look 

in  this  book  ? 

Q, 

No,  we  will  deal  with  the  National  G-as  Pipeline  Company.  Where 

does  that  originate  ? 

A 

It  picks  up  gas  at  a  point  in  Oklahoma  and  the  place  is  known 

as  Fritch  station.  It  Ms  a  point  across  the  line  from  Texas, 
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The  pipe  line  does  not  go  into  the  gas  field.  It  goes  as  near 
to  the  gas  field  as  it  can  get  without  leaving  the  State  of 
Oklahoma,  and  the  Canadian  River  Gas  Company  and  the  Texoma 
Natural  Gas  produces,  gathers  and  delivers  gas  to  this  National 
Gas  Pipeline  Company  of  America  at  Fritch  Station  in  Oklahoma. 
That  line  extends  northeasterly  and  ends  within  about  fifty 
miles  of  Chicago.  It  comes  to  a  point  in  the  vicinity  of 
Chicago  where  it  makes  its  delivery  to  another  pipeline.  A 
pipeline  that  is  used  for  carrying  the  gas  from  its  point  of 
delivery  out  to  such  points  in  the  Chicago  district  as  the  gas 
is  needed.  Some  of  that  gas  goes  to  industrial  plants,  but 
most  of  it  goes  into  the  lines  of  the  Peoples  Gas  Company  of 
Chicago  where  it  is  used  in  enriching  or  raising  the  B.T.U. 

*  t  * 

value  of  the  manufactured  gas,  so  that  '  Chicago  today  has 
not  a  n  tural  gas  service,  but  a 

mixed  gas  service,  about  half  way  between  manufactured  gas  and 
average  natural  gas  in  B.T.U.  quantity. 

The  gas  is  used  for  commercial  and  domestic  purposes  ? 
Commercial  and  domestic  and  in  order  to  obtain  a  maximum  load 
factor.  Whenever  the  requirements  of  the  Peoples  Gas  Company 
as  on  a  warm  day  in  July  their  demand  may  then  sink  to  its 

i 

minimum.  Any  excess  gas  available  in  the  pipeline  is  immed¬ 
iately  made  available  to  certain  plants  where  it  is  used  in 
industrial  plant  operation. 

So  that  the  load  factors  on  the  National  Gas  Pipeline  Company 
is  a  very  good  load  factor  ? 

That  is  right. 

About  what  is  the  average  daily  transportation  figure  ? 

I  suppose  it  is  something  in  excess  of  two  hundred  million. 

Now  what  would  be  the  daily  transportation  for  the  Tennessee 
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0, 
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line . 

The  Tennessee  line.  They  put  about  207  million  cubic  feet 
daily.  The  gas  being  measured  at  sixteen,  seven-tenths  pounds 
or  230  million  cubic  feet,  it  being  measured  at  15.025  pounds. 

i 

I  do  not  know  where  that  figure  comes  from,  sir,  but  it  is 
in  the  contract. 

Now  the  Michigan-Wisconsin  Pipeline  Company.  What  is  the 
length  of  that  line  ? 

That  pipeline  has  not  as  yet  been  constructed.  The  Company, 
the  Michigan-Wisconsin  Pipeline  Company,  has  been  organized 
for  the  purpose  of  building  that  line.  The  parent  company 
owns  the  consolidated  Cos  Company  serving  Detroit,  Michigan. 
They  own  the  gas  company  in  Milwaukee,  Wisconsin,  Wisconsin 
Gas  Company  in  Madison,  Racine  and  Des  Moines,  Iowa,  and  many 
other  places  in  the  territory  to  be  served.  The  pipeline  has 
not  been  completed.  I  do  not  happen  to  recall  the  length  of 
it.  Maybe  I  can  tell  you  in  a  moment..  It  might  take  me 
longer  than  it  is  worth.  Let  us  say  it  is  probably  net  loss 
than  twelve  or  thirteen  hundred  miles. 

Yes,  the  gas  being  picked  up  in  what  State  ? 

Yes,  that  gas  will  be  picked  up,  most  of  it  in  Texas,  if  not 
all.  It  will  be  picked  up  largely  in  Texas  and  to  some 
extent  in  the  adjoining  portion  of  Oklahoma. 

And  delivered  for  eventual  distribution  in  Detroit,  Madison 
and  other  places  ? 

And  Milwaukee  and  other  cities,  that  is  right. 

Have  you  any  idea  of  what  the  sales  price  is  ccntemplated  to 
domestic  consumers  ? 

To  domestic  consumers  7 
Yes. 
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Well  I  think  it  will  be  approximately  whatever  it  is  right 
now  in  Detroit  and  I  do  not  recall  the  price. 

Can  you  pick  it  out  of  the  rate  service  there  ? 

I  do  not  know  that  it  is  in  this.  You  mean  this.  (Book) 

Yes . 

I  am  not  familiar  with  it. 

THE  CHAIRMAN:  Can  you  find  it  yourself,  Mr.  McDonald  ? 

MR.  McDONALD:  I  have  not  looked  at  it.  It  is  the  A.G.A. 

rate  service.  Yes,  here  is  the  rate  service  for  Detroit, 
Michigan.  Michigan  Consolidated  Gas  Company.  General  service 
schedule  No.  1.  Six  hundred  cubic  feet  fifteen  cents  per 
hundred,  ^ext  fourteen  hundred  cubic  feet  eleven  cents  per 
hundred.  All  additional  nine  cents  per  hundred  cubic  feet. 

i 

Then  we  go  to  large  volume  service,  first  one  thousand,  sixty- 

4 

three  therms  or  less  nine  cents  per  therm,  down  to  next  fifty- 
three  thorms,  six  cents  por  therm. 

Finally  gets  down  to  fifty-four  cents  a  thousand  cubic  feet. 
Since  you  n sked  about  it  Mr.  McDonald  I  am  not  aware  of  any 
plan  to  definitely  reduce  the  price  of  gas  in  Detroit.  It 
may  result,  that  is  uncertain. 

Just  look  at  the  Peoples  Gas,  Light  &  Coke  Company  in  Chicago. 

i 

The  general  service  classification  No.  1,  two  therms  fifty- 
eight  cents.  That  would  be  in  thousand  cubic  feet  how  much  ? 
That  would  be  about  two  dollars  and  half. 

Down  to  three  hundred  therms  at  eight  cents  per  thousand,  that 
would  be  eighty  cents  per  thousand,  eight  cents  per  therm 
would  be  eighty  cents  per  thousand  ? 

Yes. 

MR.  BLANCHARD:  That  is  not  used  for  heating  purposes  at 

that  price  ? 
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A  Well  gas  is  Chicago  is  used  in  certain  types  of  heating  such 
as  space  heating.  Just  like  I  have  had  in  my  bathroom,  a 
little  electric  heater.  The  cost  of  heating  with  that  electric 

i 

heater  is  extremely  high  but  for  the  momentary  or  quick  avail¬ 
ability  of  needed  heat. 

Q,  It  is  not  used  in  furnaces  ? 

A  Well  I  would  not  say  it  is  not  used  in  furnaces,  but  it  is 

much  more  limited  in  its  saleability  than  is  gas  in  Pittsburg. 

By  the  way,  Mr.  McDonald,  I  am  mistaken  right  here  a nd  I  want 
to  correct  this  statement  that  gas  is  sold  on  a  therm  basis 
and  inasmuch  as  the  gas  in  Detroit  and  Chicago  is  not  one 
thousand  B.T.U.  of  gas  in  order  to  get  a  therm  you  would  have 
to  have  more  cubic  feet  and  instead  of  selling  at  the  price 
n^med  per  thousand  cubic  feet  it  would  be  at  a  lesser  price 
per  thousand,  roughly  about  two-thirds  as  much  per  Mof. 

A  MR.  MCDONALD:  Well  I  might  have  those  worked  out  and 

put  in  in  a  different  Exhibit.  Now  can  you  tell  me  about  the 
United  Gas  Pipeline  Company.  What  is  the  length  of  that  line. 
You  have  given  us  the  average  price  at  which  gas  is  purchased, 
then  it  is  distributed  over  how  many  hundred  miles  of  pipe 
line  ? 

A  I  cannot  tell  you  how  many  hundred  miles  or  how  many  thousand 

4 

miles,  but  the  most  south-westerly  place  served  by  that 
Company  in  its  continuous  pipe  lino  system  is  Monterey,  Mexico, 

i 

and  an  interrupted  system  of  pipe  lines  extend  north-easterly 
across  the  Gulf  Coast  region  in  Texas,  across  Louisiana,  across 
Mississippi  and  Alabama  and  down  to  Tallahassee,  Florida.  I 
guess  the  total  length  of  pipe  line  owned  by  that  Company  would 
run  into  several  thousand  miles,  but  gas  does  not  travel  several 
thousand  miles.  The  gas  that  gooB  to  Monterey  probably  travels 
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about  two  hundred  and  fifty  miles  from  the  nearest  gas  field 
and  the  gas  that  goes  to  Florida  probably  travels  several 
hundred  miles  and  those  two  items  of  cost  would  not  add  up 
to  two  or  three  percent  of  the  total  gas  delivered.  Most  of 
the  gas  handled  by  the  United  Gas  Pipeline  Company  travels 
an  average  distance  of  about  two  hundred  miles. 

Can  you  tell  me  whether,  what  percentage  is  used  for  industrial 
purposes  as  contrasted  with  domestic  ? 

Only  a  judgment  figure  based  upon  my  general  knowledge. 

Yes,  any  suggestion  then  ? 

Well  I  hove  this  difficulty  in  doing  that.  The  United  Company 
supplies  about  forty  percent  of  the  gas  of  the  Mississippi 
River  Fuel  and  Mississippi  River  Fuel  in  turn  sells  gas  and 
most  of  its  gas  to  industrial  plants  but  not  all  of  it,  ant 
the  United  also  sells  gas  to  Southern  Natural  Gas  Company 
which  Company  in  turn  sells  large  volumes  of  gas  to  industrial 
plants  but  also  for  distribution  in  Atlanta,  Georgia, 
Birmingham,  Alabama,  and.  Athens  and  different  other  placos. 

I  expect  it  would  take  the  statistical  department  of  the 
United  Gas  Pipeline  Company  to  figure  that  out  for  about  a 
week  and  get  the  information. 

It  would  be  fair  to  say  that  the  great  proportion  of  this  gas 
bought  at  three  and.  a  half  is  used  for  industrial  purposes  or 
a  large  proportion  ? 

I  would  say  eighty  percent  of  it  is  alone  used  for  industrial 
purposes  or  is  sold  wholesale  to  other  pipelines. 

Who  in  turn  distributes  it  partly  to  industries  and  portly  to 
domestic  ? 

Yes . 

Now  then  in  your  conclusion  in  your  statement  you  summarize 
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and  state: 

nI  see  no  Justification  for  a  revision  up  or  down,  of 

t 

the  price  of  seven  and  three-quarter  cents  per  Mcf  for 
the  gas  purchased  in  Turner  Valley  by  the  Canadian 
Western  Company. M 

Now  did  you  make  any  calculation  of  the  rate  base  and  rate  of 
return  and  earnings  that  should  be  allowed  to  the  Madison 
Company  and  the  B.  A.  Utility  Company  before  you  came  to  that 
figure  ? 

A  Well  I  had  the  advantage  of  reviewing  the  testimony  presented 
by  witnesses  in  this  Hearing  where  calculations  along  those 
lines  had  been  made  by  them.  I  did  not  make  independent 
calculations.  I  rather  looked  at  it  from  this  view,  Mr. 
McDonald,  that  at  the  time  the  Legislature  enacted  this  Act 
there  was  in  existence  a  going  concern,  a  relationship  betwoen 

i 

Royalite  and  the  Canadian  Western  Gas,  seven  and  three-quarter 
cents  for  gas  merchantable  gas,  measured  absolute  pressure, 
fourteen  pound"  ^ar  square  inch.  That  was  the  situation  and 
I  do  not  know  there  -  I  have  failed  to  find  in  reviewing  the 
problem  either  from  a  study  of  evidence  submitted  by  others 
or  from  my  own  approach,  independent  of  their  evidence*  I 
have  failed  to  see  any  reason  to  think  that  price  now  we 
will  say  we  are  free  from  the  price,  if  it  was  too  high  in 
the  first  place,  we  might  be  asking  that  it  be  lowered.  The 
Board  will  set  the  price.  Wo  are  free  from  it  and  I  see  no 
reason  to  ask  that  the  price  be  lowered.  I  have  seen  no 
convincing  reason  for  thinking  that  it  should  be  raised. 
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Well  I  was  interested  in  your  statement  here  that  in  this 
Michigan-Wis  consin  contract  the  price  was  5^  for  the  first 
5  years  and  then  a  higher  rate  for  the  next  5  and  a  hitler 
rate  again  for  the  next  5  and  you  refer  to  that  as  being  a 
guarantee  of  supply  f o  r  a  future  term.  Should  not  that  be 
something  that  should  be  taken  into  mind  in  dealing  with  the 
gas  from  Turner  Valley,  that  it  is  going  to  be  in  existence, 
the  supply  is  going  to  bo  in  existence  for  a  considerable 
number  of  years? 

Yes,  I  have  always  considered  it  highly  fortunate  for  any 
pipe  line  company  or  any  city  dependent  upon  a  natural  gas 
supply  to  have  a  supply  good  for  many  years.  I  have  also 
always  considered  it  very  good  for  the  pipeline  utility  and 
in  turn  through  them  their  customers  that  they  have  that 
gas  supply  tied  up  and  contracted  for  a  long  time,  not  from 
day  to  day  or  week  to  week. 

Yes? 

And  that  principle  is  recognized.  The  United  Gas  pipeline 
Company  you  have-  just  been  bringing  up,  their  present  policy 
of  buying  gas  is  the  Ponella  County,  Texas  field,  is  that 
anyone  who  will  deliver  gas  to  them  and  contract  for  10  years 
deliver  the  gas  at  1000  pounds  or  more  may  have  5^  per  M.  c.f. 
16.4  lbs.  pro  ssure  .  But  if  someone  wants  to  contract  for  a 
short  term,  year  to  year,  anything  up  to  5  years,  it  is  the 
company Ts  policy  to  pay  4£.  In  other  words  it  is  worth 
money  to  the  company  to  have  a  supply  controlled  over  as 
long  a  term  as  possible. 

Would  you  agree  to  this,  Mr.  Davis,  that  7f $  price  that  was 
paid  and  that  has  been  paid  since  1928  and  would  therefore 
be  a  fair  price  in  193  2  and  1933? 

Not  unless  it  controlled  the  future.  The  only  reason  I  ever 
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thought  it  was  a  fair  price  was  because  it  gave  the  gas 
company  a  long  future. 

The  only  point  I  had  in  mind  was  that  in  1933  your  evidence 
was,  and  I  take  it  the  price  was  based  on  your  advice  to  the 
Gas  Company,  that  the  reserve  in  this  field  was  230  or  240 
billion  cubic  feet  .  Now  contrast  that  to  the  situation  we 
are  in  today  where  we  have  a  reserve  of  340  billion  cubic 
feet.  We  have  another  100  billion  cubic  feet  of  gas.  I 
was  wondering  whether  that  would  not  influence  you? 

The  field  is  growing. 

But  the  reserve  is  growing  on  w  hi  ch  you  based  your  price. 
There  is  more  gas  available? 

Somehow  I  have  a  feeling  that  2  years  ago  or  whatever  the 
life  of  the  field  might  be,  the  Gas  Company  had  an  awfully 
strong  hold  on  its  gas  supply,  I  have  no  lack  of  faith  in 
the  judgment  of  this  Board  that  they  mil  reach  a  decision 
that  will  be  unkind  to  the  people  of  Calgary  or  to  the  Gas 
Company  but  nevertheless  the  Gas  Company  can  hardly  go  into 
the  security  markets  today  and  say  ,fW e  control  our  gas  supply 
for  the  length  of  the  life  of  Turner  Valley,  whioh  so  and  so 
says  may  be  20  years.”  I  have  found  that  these  Gas  companies 
when  they  go  to  the  security  markets  for  money  they  have  to 
have  a  very  definite  control  over  the  gas.  They  have  to 
own  the  land  or  leases  or  have  contracts  that  run  for  a 
sufficient  number  of  years  to  assure  the  bond  buyer  that  he 
is  going  to  get  his  money  back  if  the  company  makes  the 
presumed  earnings  that  they  expect  to  make. 

Then  if  I  put  this  assumption  to  you.  Assume  that  the 
reserve  has  increased  from  230  or  240  billion  cubic  feet 
to  330  or  340  billion  cubic  feet  and  that  whereas  the  Gas 
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Company  had  a  contract  with  one  supplier,  it  now  ha  s  a 
contract  with  a  number  of  suppliers  covering  the  addit  ional 
reserves  and  that  it  is  assured  of  a  life  supply  to  the 
extent  of  25  years.  Would  that  justify  an  increase  in  price 
to  be  paid  by  the  Gas  Company,  assuming  all  those  factors 
were  permanent  ,  hidebound  and  could  not  be  varied? 

A  Well  for  20  years  we  have  been  paying  7-f-0  or  in  the  very 
first  few  years  a  little  more  and  on  a  contract  which  we 
believe  would  give  us  our  gas  supply  as  long  as  the  field 
is  capable  of  delivering  it  at  any  reasonable  basis  of 
operation.  Now  you  have  lengthened  the  life  of  the  field 
by  conservation.  You  have  added  a  few  years.  You  are 
going  to  guarantee  now  that  we,  the  people,  are  going  to 
have  this  additional  gas.  Are  you  going  to  guarantee  that? 

Q  For  8  years  more? 

A  I  s  ay  if  you  can  guarantee  us  that  8  years  I  would  be  in¬ 
clined  to  give  you  a  little  more  money  for  the  gas.  But 
where  is  the  guarantee? 

q  I  assume  t  xat  you  can  have  the  guarantee? 

A  I  think  if  we  should  have  it . 

Q,  I  recognize  the  argument  you  have  advanced  that  there  is 
a  r  is  k  ? 

A  There  is  an  uncertainty  that  goes  beyond  anything  that  you 
and  I  can  see  today.  We  d  o  not  know.  It  may  be  a  better 
thing  for  the  people  of  this  Province  if  some  of  that  gas 
was  used  for  purposes  other  than  house  heating.  It  may  be 
and  why  ask  them  to  pay  for  that  today  unless  you  oan 
guarantee  they  are  going  to  have  it? 

Q  Woul d  you  be  prepared,  Mr.  Davis,  to  give  your  offhand 

judgment  as  to  how  much  money  you  would  pay  if  all  these 
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factors  that  I  mentioned  are  permanent  and  can  be  relied  on 
to  be  c  aril  ed  out  ? 

A  I  would  be  inclined  to  do  this  with  you.  I  am  wondering  how 
I  would  get  along  with  a  Boer d  of  Directors  you  know,  not  of 
the  Cana dian  West  em  but  of  a  gas  company  if  I  made  just  a 
poor  recommendation  to  them.  Not  a  poor  recommendation  to 
this  Board  but  just  came  into  their  meeting  as  a  consulting 
engineer  and  recommended  something  that  perhaps  the  members 
of  the  Board  or  the  majority  of  them  thought  was  an  unsound 
recommendation.  Here,  what  would  I  recommend  to  the  Canadian 
Western,  not  would  I  s  ay  here  in  this  meeting? 

Q  Yes . 

A  I  would  say  to  the  Cana  di  an  West  ern  that  these  people  tell 
us  that  the  gas  supply,  without  conservation,  would  have 
been  good  for  what,  22  years? 

Q,  About  16  years? 

A  Without  conservation  brought  about  by  this  plan  or  Board. 

16  years. 

Q,  Yes? 

A  Now  you  say  you  are  going  to  raise  it  to  22  years. 

Q  No ,  24  years. 

A  24  years.  Then  I  would  say  to  the  Canadi  an  West  er  n  you 

make  a  contract  with  these  fellows  to  pay  7-f#  for  16  years. 

You  would  have  had  that  anyway  and  now  if  they  can  add 
another  8  years’  supply  pay  them  as  much  for  that  gas  as 
it  would  cost  to  find  it  elsewhere.  If  they  want  to  know 

I 

now  where  it  is  reach  an  agreement  with  them  and  give  them 
8-fp:  for  that  period  ,  let  us  call  it  9  or  10  years.  But  I 
Would  not  be  willing  to  go  before  that  Board  and  recommend 
raising  the  price  in  1946  for  something  they  are  going  to 
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get  in  1966. 

Q,  Is  not  the  cost  of  getting  this  additional  86  billion  cubic 

feet  ,  I  think  that  is  what  the  evidence  discloses  is  additional 
gas,  is  not  the  cost  of  that  just  the  cost  of  the  gathering 

system  that  has  been  laid  to  get  it  and  that  is  one  thing 

that  can  be  legitimately  charged  in  the  consumer’s  rate? 

A  I  am  sorry,  I  did  not  follow  that. 

Q,  Well  I  put  this  to  you,  that  you  can  assume  with  me  again 

that  the  installations  that  have  been  put  in  under  the  Orders 
issued  by  this  Board  have  made  available 86  billion  cubic  feet 
more  gas  reserves,  part  of  it  for  immediate  consumption? 

A  That  is  gas  that  would  be  going  in  the  air  right  now. 

Q,  would  be  going  in  the  air  or  would  be  lost  to  the  Canadian 

Western  system? 

A  Is  that  an  amount  of  86  billion  feet  to  be  put  back  into  the 
g  ro  und  ? 

Q  No,  made  available  to  the  Oas  Company? 

A  Now  I  follow  . 

Q,  It  would  be  fair  then  in  your  judgment,  as  I  understand  it, 
to  add  to  the  cost  of  the  gas  that  is  already  covered  by 
your  contract  what  it  would  cost  for  your  company  to  go  out 
and  develop  a  field  that  would  deliver  to  you  an  additional 
86  billion  cubic  feet. 

A  I  was  thinking  more  along  this  line,  what  would  it  cost  us 
after  those  16  years  have  gone  to  build  a  line  to  Kinsella? 

Wou Id  our  gas  then  from  Kinsella  cost  us  more  30  miles  North 
of  Calgary,  whatever  the  distance  of  Turner  Valley  is  South, 
would  that  gas  cost  us  7fy  at  that  point  or  would  it  cost 
us  8  or  9  or  10  cents.  "Whatever  that  cost  would  be,  I  would 
be  willing  to  psy  you  fbr  Turner  Valley  at  that  time.  I 
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can  s^e  what  you  can  call  a  limiting  factor  here,  what  the 
gas  might  be  considered  worth.  The  more  practical  limit 
is  what  will  it  cost  us  to  go  and  get  some  natural  gas,  not 
a  speculative,  dreamy  thing  but  what  would  it  cost  us  to  go 
out  and  buy  this  gas.  Vie  do  not  know  what  that  would  cost. 
But  there  is  awfully  good  gas  in  Kinsella,  recognized  as 
sufficient  for  all  the  needs  of  all  the  cities  in  Alberta 
for  more  than  3  0  years,  Edmonton,  Calgary,  Lethbridge  and  all. 
That  being  so  and  there  is  gas  at  Princess  and  here  and  there, 
I  would  not  be  willing  to  agree,  Mr.  McDonald,  that  the  gas 
you  are  conserving  is  worth  any  more  than  that  same  gas  would 
cost  us  if  we  got  it  somewhere  else  and  at  the  time  of  that 
co  st . 

Q  In  other  words  it  is  a  matter  of  cost  to  the  Gas  Company? 

A  I  think  in  the  last  analysis  cost  is  the  fundamental  factor, 

yes. 

Q  In  your  statement,  Mr.  Davis,  you  say  "Nor  do  I  see  justifi¬ 
cation  for  paying  more  than  20  per  M.  c.f.  for  Turner  Valley 
raw  gas  at  the  well  head."  How  did  you  arrive  at  the  20? 

A  If  I  know  of  something  existent  and  I  am  unable  to  oonvince 
myself  that  that  existent  thing  would  be  better  were  it 
further  to  the  right  or  further  to  the  left,  higher  or 
lower,  I  conclude  it  is  not  very  far  from  being  about  right. 

I  have  found  the  20  figure  is  one  which  has  been  ;ut  in 
here  by  some  people  who  were  willing  to  nay  it  in  the  first 
place  and  pay  it  to  some  people  who  were  willing  to  accept 
it  in  the  seoond  plaoe.  So  I  start  in  with  20.  That  is 
my  starting  figure  and  examining  the  oroblem  and  giving 
consideration  to  vhat  gas  sells  for  in  other  places,  sour 
gas,  in  territories  where  there  is  an  excess  of  gas  over  the 
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demand  and  knowing  that  lots  of  gas  deos  actually  sell  for 
less  than  2 0  -  of  course  here  and  there  gas  sells  for  more 
than  20  -  but  there  is  not  very  much  sour  gas  sells  for  more 
than  2^.  Not  much.  I  just  kind  of  came  to  the  conclusion, 
"well  20  is  as  close  a  figure  as  I  can  justify,  up  or  down." 
That  is  the  way  it  looked  to  me. 

Q,  That  is  all. 


CROSS-EXAMINATION  OF  THE  SAME  WITNESS  BY  MR.  lENERdY . 

Q,  Mr,  Davis,  I  want  to  direct  your  attention  for  a  moment  to 
one  of  the  propositions  put  to  you  by  Mr.  Chambers  where  he 
had  occasion  to  refer  to  what  I  think  we  afterwards  agreed 
was  a  hypothetical  question,  the  preferred  position  of  the 
City  of  Calgary  we  will  say  to  this  gas.  Now  you  have  some 
knowledge  of  the  existing  legislation  under  which  the  exist¬ 
ing  contracts  have  been  abrogated  haven’t  you? 

A  Yes. 

Q  You  remember  Mr.  Chambers  also  in  answer  to  me  referred  to 
the  contracts  taking  them  as  in'di  cat  ing  a  preferred  position 
to  the  city  of  Calgary.  Now  would  you  agree  with  me  that 
perhaps  the  City  of  Calgary  through  the  Gas  Company  did  have 
a  preferred  position  under  those  contracts  as  involving  a 
price  of  2 0  for  gas  at  well  heads.  That  is  what  the  gas 
was  being  purchased  for  we  understand  by  the  Royal  it  e  Company 
from  wells  not  their  own  That  they  did  have  an  assurance 
of  gas  at  7 "40  to  the  Canadian  Western  Company  and  they  had 
an  assurance  of  a  certain  supply.  So  that  under  those 
contracts  they  did  have  a  somewhat  preferred  position? 

A  In  that  day  before  the  enactment  of  this  law,  the  City  of 
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Calgary  and  its  Gas  company  had  that  contractual  relationship 
that  you  have  just  described. 

I)  Q  Yes? 

A  Today  they  h'v  ?  believe  an  equally  secured  position  with 
regard  to  the  gas  supply.  I  do  not  believe  that  this  Board 
regardless  of  its  membership,  I  do  not  just  believe  that  an 
Alberta  Board  could  take  that  gas  away  from  the  City  of 
Calgary. 

Q,  Yes,  but  is  your  understanding  the  same  as  mine  and  your 
knowledge  of  the  situation . 

A  The  thing  I  want  to  knew/  about  is  this,  they  are  assured  of 
the  gas  but  I  do  not  know  at  what  price  yet.  If  they  know 
they  are  ahead  of  the  Chairman  of  the  Board.  I  do  not  believe 
he  knows  yet.  Nobody  knows  what  the  price  will  be. 

Q,  Yes . 

A  And  if  it  had  not  been  for  this  legislation  the  price  would 
still  be  7-f $  I  presume. 

Q  You  have  finished  now? 

A  Yes,  I  have  finished. 

q  What  I  want  to  get  at  is  and  see  if  your  mind  goes  along 
with  mine,  that  first  of  all  that  preferred  position  that 
the  citizens  had  through  the  Gas  Company  contract  or  other¬ 
wise  has  been  abrogated  by  legislation? 

MR.  CHAMBERS:  You  are  asking  that  as  an  interpretation 

of  the  statute.  You  are  asking  if  that  is  what  he  under¬ 
stands  the  statute  to  mean? 

MR.  FENERTY:  That  is  all. 

A  The  Statute  does  abrogate  the  contract  as  far  as  I  am 
concern  ed  . 

Q  Is  your  understanding  of  the  contracts  that  existed,  which 
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we  will  ask  you  to  assume  have  been  abrogated  by  statute, 
would  provide  a  guarantee  to  the  City  through  the  Gas  Company’s 
contracts  both  a  supply  and  a  price  at  the  well  head. 

A  well  it  is  going  just  a  little  bit  beyond  my  previous  think-, 
ing  on  the  subject.  It  guaranteed  to  the  Gas  Company  a 
supply  needed  for  its  market  so  long  as  that  supply  was 
av  ai  la  bl  e  in  th  e  f i  e  Id  . 

0,  And  two  things? 

A  And  a  price  of  7x0. 

Q,  That  is  it  ? 

A  I  think  the  Gas  Company  could  have  carried  on  and  insisted 
upon  them  obtaining  that  gas  even  had  the  7x0  become  a 
regular  hardship  upon  the  sellers.  I  do  not  know  what  the 
situation  would  have  been  even  though  hi  ere  w  as  a  contract. 

I  think  the  history  of  the  contract  would  have  been  taken 
into  account  by  the  Board. 


(Go  to  page  5581) 
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Q,  I  will  loavo  it  at  this,  any  preferred  position  you  know, 
was  undGr  those  contracts  which  we  have  referred  to  which 
also  fixes  figures  for  the  supplies  of  gas  to  tho  Gas  Company? 

A  Ygs,  that  is  su. 

Q,  Ycs,  and  at  tho  present  time  is  it  your  conception  of  the 
situation  that  so  far  from  having  any  long  term  contracts 
which  would  justify  an  increase  in  the  price  paid  for  gas  to 
well  owners  over  intervals  of  5  years  and  5  years,  such 
as  you  referred  to  in  you:'  evidence,  we  have  nothing  in  the 
way  of  a  long  term  contract  either  that  the  citizens  can 
rely  on,  or  so  far  as  you  know  that  the  Gas  Company  can 
rely  on? 

A  lie  have  nothing  but  a  situation  to  rely  on,  the  situation 
being  that  we  are  in  Alberta  and  the  Alberta  Board  will 

not  be  too  hard  on  the  people  of  this  city. 

Q,  Yes,  we  have  something  as  the  result  of  an  Order  of  the 

Board,  but  at  the  moment  wg  have  not  yet  got  the  order  of 
the  Board  dealing  with  the  final  question,  and  we  have  not 
a  contract,  that  is  the  situation? 

A  You  have  not  a  contract  which  you  can  depend  upon. 

Q,  All  right.  Now  you  discussed  with  my  friend,  Mr .  Chambers, 

what  might  be  the  position  if  the  cos  t  worked  out  on  a 
certain  basis,  or  the  cost  of  service  and  so  on,  would 
result  in  a  dollar  M.C.F.  to tho  consumer,  you  remomber  you 
were-  talking  about  that? 

A  YCs,  we  had  something  like  that. 

Q,  Y/ould  you  say  that  it  should  necessarily  follow  that  if  that 
price  or  any  other  price  were  arrived  at,  increased  price, 
that  it  would  necessarily  follow  that  the  consumer  and  tho 
Gas  Company  would  have  to  be  free  to  sec-k  its  supply  anywhoro 
who  re  it  could  got  it  at  a  loss  cost? 
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A 

Well  I  would  insist  upon  it.  I  would  insist  upon  being  froo, 

and  I  think  that  the  people  of  Calgary  would  support  the  Gas 

1 

Company,  that  they  would  go  and  got  cheaper  gas  somewhere 

and  not  pay  anybody  a  dollar  a  thousand  for  it. 

Q. 

If  you  did  have  a  situation  whore  the  price  of  a  dollar  a 

# 

thousand  was  arrived  at,  and  tho  people  of  Calgary  wore  com¬ 
pelled  to  either  pay  that  price  or  go  without  gas,  in  other 

words  that  was  the  price  of  gas  no  matter  where  it  came  from, 

to  tho  city,  would  you  consider  that  that  was  conferring  a 

benefit  on  tho  citizens  of  Calgary  or  would  you  consider  it 

was  requiring  tho  citizens  to  maintain  the  gas  and  oil 

industry? 

A 

Well  tho  citizens  would  certainly  just  stop  using  gas,  there 

would  not  bo  any  gas  service  left  in  the  town,  a  few  people 

would  use  it  for  cooking,  maybe  the  hotel  would  but  there 

would  not  be  very  many  people  who  would  heat  their  homes 

with  that  gas.  I  would  not  think  I  would  wore  I  here. 

Q. 

I’That  I  am  tryi  ~  “‘:o  get  at  is  this,  and  let  us  assume  for  the 

moment,  we  have  an  offer  here  for  gas  to  the  Gas  Company  of 

7;|  cents,  should  that  not  mark  the  limit  of  any  order  that 

should  be  made  as  to  the  price  of  gas? 

A 

You  are  referring  to  an  offer  by  some  third  party? 

Q. 

a 

Yes? 

®  A 

No,  I  do  not  believe  that  that  would  be  the  limitation* 

Q, 

As  long  as  they  were  free  to  take  it,  would  that  be  it? 

A 

l/ell  even  if  they  were  free  to  take  it,  you  would  have  to 

show  me  that  the  source  is  competent  to . 

a 

Oh  yes . 

A 

You  have  to  show  me  that  the  se  urce  of  gas  is  competent  to 

last  the  city  10  or  15  years,  not  just  some  third  fellow 

coming  in  here  fro.,  LGthbridge  and  saying  TTI  will  sell  you 
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gas  at  5  cents." 

Q,  You  would  have  to  have  responsible  and  competent  people? 

A  You  would  have  to  have  responsible  and  competent  people  to 

take  over  and  render  the  service  now  being  rendered,  and  I 

would  say  that  offer  would  be  pretty  hard  to,  you  pretty 

nearly  would  have  to  meet  it,  I  would  think,  if  it  were 
bona  fide. 

Q.  And  you  will  agree  with  me,  will  you  not,  if  such  a  responsible 
party  were  to  make  such  an  JLfer.... 

You  could  not  possibly  have  a  situation  that  other  communities 
might  get  a  supply  of  natural  gas,  Alberta  natural  gas,  at, 
we  will  say,  one  price,  that  Calgary  would  be  compelled  to 
pay  another  price,  a  higher  price,  a  price  higher  than  other 

responsible  interests  have  offered  to  supply  it  for,  you  could 
not  possibly  have  that  situation,  could  you. 

« 

A  XIQ 11  I  could  oasily  understand  that  the  price  might  bo 

different  as  between  two  cities  in  the  same  Province,  in 
two  cities  the  prices  could  well  bo  different,  I  do  not  know, 
take  a  town  like  BqW  Island,  for  example,  or  Lethbridge,  or 
this  placo,  if  L0thbridgo  and  Calgary  wore  not  on  the  same 
pipe  lino  system,  I  suspect  the  price  of  gas  would  bo  quite 
different  in  the  two  places. 

Now  I  would  not  be  disturbed  if  somo  town  in 
Alberta  got  somo  gas  at  less  money  than  Calgary  got  it,  nor 
would  I  bo  disturbed  if  somo  town  in  Alberta  had  to  pay 
more.  Tho  circumstances  in  each  case  might  justify  a  differ¬ 
ence,  but  what  I  am  saying  to  you,  on  your  main  question  of 
tho  last  few  minutos,  I  do  not  believe  there  is  any  limit  to 
what  this  Board  should  consider  fair,  because  some  other 
company  is  offering  gas  at  6  cents. 

Q,  I  do  not  think  I  made  tho  thing  clear. 
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THE  CHAIRMAN:  .  You  havG  throe  minutes  to  go. 

MR.  FENERTY:  I  am  hedging  a  little  on  that  now. 

I  want  to  refer  yoa  to  a  statement  on  the  first  page  of  this 
Report : 

,T0f  these  two  purposes  that  of  conservation,  I  believe, 
must  be  considered  the  more  important,  because  the 
result  of  conservation  is  important  to  the  citizens 
of  the  Province  generally;  whereas  the  division 
of  the  market  is  important  to  relatively  few 
people  • TT 

Now  the  division  of  the  market  is  the  place  where  the  citizens 
of  Calgary,  as  citizens  of  Calgary,  as  distinguished  from 
citizens  of  Alberta  as  a  whole,  are  affected,  is  it  not? 

Well  the  citizens  of  Calgary  are  vitally  concerned  with 
conservation  of  the  gas  supply  in  Turner  Valley,  everyone  of 
them.  So  are  the  people  of  Lethbridge. 

Ygs? 

Now  the  people  of  Calgary  and  Let hbridge ,  and  for  that  matter 
the  people  or  the  Province  generally,  except  for  a  relatively 
small  number,  have  no  great  interest  in  whether  that  market 
out  there  bo  supplied  completely  by  the  old  Royalitc  or  whether 
it  be  supplied  by  the  Royalite  and  the  G-.O.P.  and  a  few 
others.  The  people  generally  have  no  personal  interest  in 
that  • 

Now  I  want  to  see  if  I  hav6  your  thought  here,  and  here  is 
what  I  took  from  that,  and  tell  me  if  I  am  right,  that  is 
that  conservation  is  important  to  the  citizens,  generally 
speaking,  but  I  suggest  to  you  that  conservation  insofar  as 
it  affects  John  Smith  on  the  North  Hill  in  his  bungalow  the.  re, 
as  an  individual  burning  gas  in  his  furnace,  it  is  important 
to  him  only  if  he  oan  get  gas  at  an  economic  price,  it  is 
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important  to  him  in  that  it  will  provide  him  with  gas  at 
a  reasonable  price  and  not  otherwise,  is  that  not  so? 

A  No,  I  believe  that  conservation  is  important  to  all  the 

people  and  not  just  because  they  can  something  for  a  little 
loss  money  for  a  month  or  two,  but  just  broadly  speaking. 

I  think  it  would  bo  important  to  my  grandfather  if  ho  had 
any  interest  in  his  grandsons..... 

Q,  I  an  afraid  I  did  not  make  my  point  clear? 

A  I  think  ho  wculd  have  had  rn  interest  in  conservation  and 
would  have  taken  a  little  better  care  of  the  old  farm. 

Q,  I  say  I  am  afraid  I  did  not  make  my  point  clear,  I  have  been 
agreeing  with  you  that  it  is  important  to  him  in  his  function 
as  a  citizen  of  Alberta,  as  a  citizen  of  the  Province  generally, 
but  I  am  asking  you  now,  as  an  individual  burning  gas  in  his 
furnace,  and  I  say  in  that  capacity  the  importance  of  it  lies 
in  him  being  able  to  get  that  gas  at  a  prioe  sufficiently 
low  that  he  can  use  it  as  a  fuel? 

A  I  can  agree  with  you  that  conservation  of  Turner  Valley  gas 
is  more  important  to  the  nan  who  happens  to  be  using  some  of 
that  gas  than  tc  some  fellow  who  lives  down  in,  where,  Bow 
Island,  and  does  not  use  any  of  it. 

Q,  Can  I  illustrate  it  this  way . 

A  But  I  still  think  it  is  important  to  all  of  us. 

Q,  But  can  I  illustrate  it  this  way,  take  an  oxtrono  figure  of 

so  much,  if  the  result  of  conservation  moans  or  requires  a 
price  of  $5.00  per  M.C.F.  for  Tupxic,r  Valley  gas  in  this  nan’s 
furnace,  is  oonservarion  of  any  importance  to  him  so  far  as 

heating  his  house  is  concerned,  that  is  what  I  an  trying  to 

got  at? 

A  Not  if  it  costs  him  $5.00,  he  does  not  care  then  whether  thoro 
is  any  gas  there  or  not. 
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Q,  What? 

A  If  gas  costs  $5.00  a  thousand..,  he  would  not  care  whether 
there  was  any  gas?  in  the  world  or  not. 

Q,  Then  you  will  agree  with  me,  will  you  not,  that  as  an  indiv¬ 
idual  burning  gas,  it  is  important  if  he  can  get  it  at  a 
reasonable  prioe,  -  as  a  citizen  of  Alberta  he  is  interested 
in  it  as  a  whole,  but  is  that  not  fair? 

A  Oh,  it  is  important  that  we  have  a  gas  supply  for  a  long  time, 
that  is  the  reason  it  is  important  to  the  people  as  a  whole. 

Q,  An  right.  I  will  leave  that,  Mr .Davis.  Now,  Mr. Davis, 
a  statement  that  Mr*  McDonald  suggested  to  you  that  in 
repressuring,  which  would  be  done  by  the  well  owner,  that  is 
an  oil  well  owner,  it  would  be  done  because  of  the  benefits 
he  would  get  from  it  in  greater  recovery;  I  am  going  to 
suggest  to  you  that  in  many  jurisdictions,  and  noticeably 
in  Texas  where  this  situatonn  has  come  up  and  been  discussed, 
that  he  does  repressuring  because  he  is  required  to  do  it 
if  he  wants  to  operate  beyond  a  certain  production? 

A  Well  Mr*  McDonald’s  question  was  to  this  point,  would  an  oil 

operator  anywhere  repress  are,  assuming  now  he  was  not  required 
to  do  so,  unlass  it  was  of  some  benefit  to  him? 

Q,  Ycs? 

A  I  think  that  was  his  question,  was  it  not,  Mr.  McDonald? 

MR.  McDoNALD:  That  is  right. 

WITNESS :  And  your  point  is  that  some  of  those 

fellows  repressure  because  they  have  to  or  shut  in  their 
wells,  is  that  right? 

Q,  Yqs,  and  I  suggest  to  you  that  both  gas  operations,  with  a 
view  to  recovering  the  gasoline  content,  and  oil  operations 
with  a  view  to  recovering  oil,  where  the  ratio  is  in  excess  of 
10,000  cubic  foot  per  barrel,  are  conducted  by  well  owners 
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under  a  statute  of  Texas  and  olsowhere,  because  they  want 
to  get  those  recoveries  and  vfcere  it  involves  repressuring  at 
their  own  expense,  do  you  know  that  to  be  so? 

A  Yes ,  that  is  true#  They  are,  therefore,  permitted  to  produce 
more  oil,  that  is  right. 

Q,  And  they  do  conduct  those  operations  in  order  to  get  gaaoline 
in  one  oase  from  a  gas  well,  and  excess  oil  production  in  the 
case  of  an  oil  well? 

A  That  is  right. 

Q,  And  they  reprossuro  and  pay  their  own  expenses  in  order  to  got 
that  excess  production? 

A  That  is  right . 

MR.  EENERTY:  Now  if  the  Board  pleases,  just  another 

moment  f 

Q,  iu. ..  FENERTY:  You  remember  that  we  had  some  dis¬ 

cussion  here  in  the  first  instance  by  my  friend,  Mr.  Blanchard, 
and  with  Mp. Binder,  in  connection  with  the  Texas  statute,  and 

we  had  some  discussion  with  Mr.  McDonald  and  Mr. Davies  with 

1 

respect  to  this  Texas  statute  and  the  Texas  Statute  itself 
is  one  document,  it  occupies  in  Summers T  Oil  &  G-as  ,  the  2nd 
Edition,  which  I  have  in  my  library,  some  60  pages,  but  the 
essential  part  of  it  is  a  recent  amendment  dealing  with  the 
operation  of  oil  and  gas  wells  and  repressuring ,  and  my 
advice  is  that  that  is  contained  in  Article  6008  which  is  a 
matter  of  two  and  a  half  pages,  my  information  on  the  subject 
from  tho  Statute  and  from  correspondence  which  I  have  had 
with  one  of  the  loading  oil  firms  in  Dallas,  where  these 
matters  come  up  quite  often,  and  I  was  wondering  if  perhaps 
the  safest  way  of  dealing  with  the  Statute,  instead  of  dis¬ 
cussing  it  unduly,  is  perhaps  we  might  put  it  in  on  the 
basis  that  that  is  so,  without  formal  proof. 
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MR.  CHAMBERS :  So  far  as  the  formal  proof  of  that 

dooumont  is  concerned,  cortainly  that  is  quite  all  right,  but 
I  do  suggest  it  is  pretty  dangerous  to  prove  to  this  Board, 
or  for  this  Board  to  take  it  as  a  fact,  that  it  is  the  law, 
either  statutory  or  otherwise,  of  a  certain  part  of  another 
country,  in  other  words,  I  say  it  puts  us  in  the  position 
where  we  have  to  go  and  do  a  lot  of  checking  to  see  wheth er 
there  is  something  else.  Now  bearing  that  in  mind,  I  have 
no  objection  to  you  putting  it  in,  but  the  value  or  the 
weight  of  it,  or  the  weight  to  be  given  to  it,  is,  of  oourse, 
another  matter. 

MR.  FENERTY:  Certainly,  that  is  as  to  the  weight, 

but  what  I  am  suggesting  at  the  moment  is  we  have  had  quite 
a  bit  of  discussion  about  what  they  do  or  what  some  people 
considered  as  recent  and  enlightened  legislation  and  I  was 
anxious  for  the  B0ard  to  get  the  actual  facts  as  to  what  wo 
are  discus  sing ..  .Now  I  wculd  like  to  go  further,  and  this 
might  meet  with  some  objection,  I  would  like  to  go  to  the 
extent  of  proving  some  of  this  foreign  la w  by  letters, 
rather  than  by  calling  someone  to  go  on  the  stand. 

U,  .CHAMBERS:  Of  oourse,  Mr,  Chairman,  I  do  object 

strenuously  to  that  procedure. 

MR.  FENERTY*!  I  was  just  wondering  if  I  could  do 

that,  there  is  not  much  dispute  about  it. 

MR-.  CHAMBERS :  There  might  be  if  we  got  this  man 

in  the  box  here. 

Q,  MR.  FENERTY:  Now  with  the  permission  of  the  Board, 

I  am  going  to  ask  this  witness  several  questions  along  the 
lines  that  my  friend  asked,  as  to  his  understanding  of  h ow 
it  works  out,  I  think  he  was  talking  about  that,  and  I  will 
take  only  a  minute  or  two,  if  that  is  satisfactory,  but  I  will 
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tell  my  friend  now  I  am  reading  from  these  letters  which  I 
would  Hiss  to  put  in. 

Q,  MR.  ITSNERTY:  Is  it  your  understanding. . 

MR.  CHAMBERS:  In  other  words  now  you  are  going  to 

have  this  witness  prove  the  law. 

MR.  FENERTY:  How  it  has  worked  out.  I  did  not 

want  to  take  him  into  this. 

Q,  MR.  FENERTY:  Is  it  your  understanding,  Mr*  Davis, 

that  the  oost  of  repressuring  must  he  borne  by  the  well 
owner,  that  is  out  of  the  working  interest,  that  is  under 
this  Texas  statute? 

A  You  have  it  that  the  repressuring  is  not  an  obligation. 

Q,  Perhaps  you  have  read  the  whole  and  if  not  I  may  have  misled 
you.  Let  me  give  you  the  rest  of  that  sentence: 

"The  cost  of  repressuring  must  be  borne  by  the  well 
owner,  that  is  out  of  the  working  interest.  While 
no  statute  or  regulation  says  that  the  well  owner 
must  pay  the  cost  of  repressuring  in  so  many  words, 
yet  the  statute  and  regulations  forbid  and  place  a 
penalty  upon  operation  of  the  we 11s  in  contravention 
of  such  statutes  or  regulations.  Hence  as  a  practical 
matter,  the  operator  of  the  well  must  either  dispose 
of  the  residue  gas  in  one  of  the  authorized  ways  or 
else  not  produce  say  such  gas." 


MR.  CHAJBE.RS:  Now,  as  I  understand,  you  arc  asking 

the  witness  whe  thcr  that  is  his  understanding? 

Q,  MR.  FENERTY:  That  that  is  the  way  they  wohk  it 

out  there. 

A  Well  as  a  matter  of  fact  the  way  they  work  it  out,  somebody 
comes  along  and  wants  to  build  one  of  those  gasoline  plants, 
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and  he  goes  and  makes  a  doal  -with  tho  people  who  own  a 
gas  well  or  an  oil  well  or  whatever  it  is,  and  the  fellow 
who  puts  tho  gas  back  in  the  ground  is  the  follow  that 
takes  on  tho  obligation  to  do  it,  he  knows  he  will  not  be 
permitted  to  blow  it  up  in  the  air.  If  ho  has  no  place 
to  soil  it,  then  he  has  the  equipment  there  to  put  it 
back  in  tho  ground.  Now  that  may  be  tho  follow  who  owns 
the  well  or  it  may  not  be  the  fellow  who 
owns  the  well,  or  he  is  merely  the  supplier  of  the 

rai?  material  to  the  plant  owner  who  operates  there,  just 
the  same  as  the  G-.O.P.  operates  down  here.  Now  have  I 
made  that  clear? 


(G-o  to  page  5591 )  . 
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I  just  want  to  get  a  comparison  from  what  I  have  here.  I  am 

j 

sure  it  would  enlighten  us.  My  understanding  and  my  inter¬ 
pretation  of  these  sections  which  may  be  quite  wrong,  that 
in  Texas  in  the  first  place  my  understanding  of  it  is  that  in 
the  case  of  a  gas  well  where  natural  gas  is  produced  and 
processed  to  get  gasoline,  the  residue  must  be  marketed  or 
be  repressured  ? 

That  is  right. 

My  understanding  is  that  in  the  case  of  an  oil  well  - 
That  is  in  the  case  gas  is  not  casing  head  gas  from  oil 
sand. 

Is  not  what  ? 

Is  not  casing  head  gas  from  an  oil  sand.  You  were  dealing 
with  - 

Th^t  is  just  in  the  gas  well  ? 

Any  gas  that  is  taken  from  the  ground  that  comes  from  what 
we  call  a  dry  gas  field,  that  is  gas  not  associated  with 
gasoline  or  petroleum  production  then  that  gas  must  be 
marketed  or  put  in  the  ground.  Now  as  to  casing  well  head 

ga  s .  • «  . 

MR.  CHAMBERS:  I  do  not  know  that  the  witness  finished 

his  answer. 

THE  CHAIRMAN :  Well  I  may  say  that  I  am  going  to  do  what 

is  to  be  done  not  on  account  of  whet  is  done  in  Texas  or 
Timbuctoo  or  any  other  place. 

MR.  FENERTY:  Then  I  am  going  to  drop  that  right  where 

it  is,  except  that  my  friend  had  agreed  with  me  that  I  put 
in  this  one  section. 

MR.  McDuNALD:  We  ar0  all  at  sea  as  to  what  the  laws  of 


Texas  are 
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THE  CHAIRMAN : 


That  is  right.  You  may  put  in  the 


calendar  if  you  wish. 

MR.  FENERTY:  Have  you  any  objection  ? 

MR.  HARVIE:  Yes,  I  do  not  think  it  will  do  any  good 

to  us. 

THE  CHAIRMAN:  Mr.  Fenerty,  we  have  so  many  irrelevanci es 

on  the  record  that  one  more  does  not  matter.  So  put  it  in  if 


you  wish. 

MR.  FENERTY: 


Well  I  don’t  know  that  I  am  entitled  to 


prove  a  Texas  statute. 


MR.  HARVIE:  I  don’t  know  what  it  is.  A  Texas  statute 

takes  up  sixty-four  pages  of  typewritten  fcook  and  you  have 
only  two  pages. 

MR.  FENERTY :  Well  I  don’t  want  to  lose  my  oopy. 

i 

MR.  HARVIE:  Well  what  you  are  putting  in  is  not  equiv¬ 

alent  to  sixty-four  pages. 

THE  CHAIRMAN:  Well  if  some  one  objects  to  it  then  I  am 

not  putting  it  in  as  an  Exhibit.  Unless  someone  will  prove 
it  as  a  law  of  Texas  and  I  don’t  know  what  benefit  it  will  be 
to  me  if  you  prove  it  Is  a  law  of  Texas. 

MR.  FENERTY:  Well  it  does  seem  too  bad  that  other 

Counsel  have  examined  on  things  out  of  which  they  might  get 
benefit  and  I  have  the  entire  statute  which  showed  what  other 
public  statutes  are  dealing  with  this  repressuring  on  the 
basis  that  it  is  the  oil  producers  and  I  do  not  say  this 
Board  has  to  follow,  but  when  they  talk  all  out  jurisdictions 
I  would  like  to  be  able  to  tell  them  exactly  what  the  juris¬ 
diction  is. 

THE  CHAIRMAN :  I  think  you  will  agree  that  while  we  have 

broken  all  the  rules  of  evidence  as  I  said  once  before,  we 
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should  not  pick  up  the  fragments  and  throw  them  out  of  the 
window  and  now  when  you  wish  to  prove  what  the  law  is  in  a 
foreign  country  and  someone  objects  to  you  doing  it  by  merely 
filing  a  copy  of  the  statute,  I  think  I  have  to  give  effect  to 


the  objection. 

MR.  HARVIE : 

I  have  no  objection  to  the  statute  being 

read  into  the  record  or  any  form  at  all,  but  I  do  object  that 
a  sixty-four  page  statute  being  summarized  by  some  person  I 


donTt  know  who. 

MR.  FEWER TY: 

Oh  no,  pardon  me. 

THE  CHAIRMAN: 

He  is  not  asking  that. 

MR.  HARVIE: 

You  said  this  and  that  is  a  11  I  saw. 

MR.  FENERTY: 

The  statute  in  full  at  the  time  it  existed 

is  printed  here.  It  has  been  amended  since  it  was  printed  with 
this  three  page  addition. 


MR.  HARVIE: 

Oh  if  it  is  a  complete  statute  I  have  no 

object  ion. 

MR.  FEWER TY: 

I  can  get  this  in,  I  think  if  it  is  in 

print . 


THE  CHAIRMAN: 

Well  Exhibit  152  then  is  Chapter^ *of  the 

Statutes  of  Texas. 

MR.  FENERTY : 

But  not  this  book.  I  will  tender  it  at  a 

later  date,  Volume 

5  Somers  Oil  and  Gas. 

THE  CHAIRMAN: 

No  the  title  of  the  statute* 

MR.  FEWER TY: 

Oh  here  it  is,  Chapter  28,  Vernon  Texas 

Civil  Sta tut es, but  it  is  Chapter  28  of  the  Statutes  of  Texas. 
I  do  not  know  how  to  describe  it  beyond  that. 


MR.  CHAMBERS: 

You  should  be  able  to  tell  us  what  you  are 

putting  in. 

MR.  FENERTY : 


It  is  referred  to  in  full  in  the  volume  which 
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is  in  the  library  of  Somers  Oil  and.  G-as,  Volume  5  at  Pages 
459  to  533,  both  inclusive.  Everybody  tightens  up  when  I 
put  in  something  and  they  have  been  putting  in  things  for 
months . 


MR.  CHAMBERS:  I  just  wanted  to  get  what  you  are  putting 

in.  Is  it  the  entire  statute  ? 


MR.  FENERTY: 
MR.  CHAMBERS: 


THE  CHAIRMAN 


Yes. 


That  is  fine 


And  the  Amendment  ? 


MR.  FENERTY:  Yes.  Article  608,  and.  so  there  will  be 
no  trouble  I  will  send  down  for  the  entire  printed  statute, 
MR.  HARVIE:  And  what  is  the  Amendment  ? 


MR.  FENERTY: 


Article  608. 


MR.  HuRVIE : 


Of  what  year  ? 

MR.  FENERTY:  As  amended  in  the  Acts  of  1939,  Texas 

Legislature,  Page  501,  Section  1.  I  will  get  that  entire 
Statute  up  here  and  we  will  all  proceed  in  accordance  with 
the  evidence^ 


THE  CHAIRMAN:  And  those  with  the  time  and  inclination 

may  read  it, 

MR.  FENERTY:  All  right.  I  am  sorry  to  be  so  long 

over  that. 

Now  Mr.  Davis  I  wont  to  take  a  couple  of  minutes  with  you 
on  this  threadbare  subject  of  coal. 

Fifty  if  you  wish. 

You  had  some  discussion  with  Mr.  Chambers  about  the  impact 
that  the  price  of  coal  might  have  on  the  prices  of  gas  and 
my  understanding  is  that  you  have  not  made  any  detailed 
study  of  cool  prices  in  Alberta  ? 

That  is  right. 


(* 


M-5-i5 


Ra lph*  E.  Davis, 

Cross-Exam,  by  Mr.  Eanerty. 

4  4 

-  5595  - 


Q, 

A 

9  q 

A 

Q, 

A 


Q» 


A 


Q, 

A 


What  is  that  ? 

I  have  not. 

Or  the  efficiency  for  instance  of  some  of  those  new  equipment, 
down  draft  stokers  and  so  on,  so  you  have  not  the  details  ? 

No.  I  read  some  of  these  bulletins  in  which  claims  are  made 
for  tho  new  stokers  and  new  apparatus. 

And  am  I  right  in  this  that  when  you  stated  the  price  of  coal 
you  thought  was  of  no  concern  in  determing  the  price  of  gas, 
it  was  on  the  basis  where  coal  is  not  competitive  ? 

That  is  true.  I  am  assuming  and  I  believe  I  am  right  that 
the  situation  is  such  that  any  change  in  the  price  of  gas 
which  this  Board  can  conceivably  make,  would  not  be  enough 
to  make  any  material  difference  in  the  demand  for  gas,  any 
material  difference,  and  yet  I  recognize  it  might  in  the  case 
of  some  industrial  plants. 

But  would  you  say  this,  that  if  at  any  time  in  the  now  or  in 
the  future  or  at  any  stage,  coal  was  competitive  or  became 
competitive  in  price,  then  if  you  want  to  maintain  your  gas 
market  that  price  would  be  the  ceiling  that  that  gas  oould 
go  to,  a  competitive  price  of  coal  ? 

I  do  not  know  anything  about  those  ceilings.  I  live  in  a 
place  where  the  ceiling  would  preclude  me  from  using  natural 
gas  but  I  use  it  anyway.  I  would  rather  have  the  convenience 
than  by  living  under  a  ceiling  and  a  lot  of  other  people  are 
like  that.  I  like  to  turn  on  tho  gas  in  September  and  forget 
it  until  the  first  of  May. 

But  there  is  no  use  in  putting  up  the  price  when  you  cannot 

sell  your  gas.  You  have  told  us  that  ? 

>■  • 

Yes.,  but  because  someone  has  a  piece  of  pencil  and  a  theory 
and  cannot  figure  out  a  ceiling  for  any  but  a  few  people,  well 
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they  figure  it  out  for  themselves  anyway.  Just  a  minute,  you 
raise  the  price  of  gas  a  cent,  a  few  people  will  tighten  up 
and  not  use  so  much  gas. 

That  is  what  I  say. 

It  does  not  amount  to  much,  that  is  not  a  ceiling  for  the  rest 
of  them. 

THE  CHAIRMAN:  And.  how  long  do  they  keep  it  up  ? 

.  t 

I  am  not  very-  well  they  forget  about  it  after  a  while. 

MR.  FENERTY:  Is  this  a  fair  proposition,  that  if  you 

L 

have  a  limited  market,  a  certain  market  beyond  which  you  can¬ 
not  sell  gas  at  the  moment,  you  have  got  to  keep  that  market 
as  far  as  possible  in  order  to  keep  the  price  of  gas  within 
a  reasonable  price  ? 

You  have  got  to  maintain  your  gas  sales  in  order  to  prevent 
increase  in  unit  cost.  If  you  are  selling  ten  billion  feet 
a  year  and  you  drop  down  to  nine  billion,  unless  you  have  been 
able  to  pare  down  your  operating  expenses  ten  percent,  you  are 
not  making  the  money  that  you  were  making  and  you  might  get  to 
the  place  where  you  might  ask  for  a  raise  in  price. 

And  that  would  have  a  besrihg  on  cost  ? 

It  could  do  so. 

As  I  understand  your  new  position  with  reference  to  the  price 
of  gas  is  this,  that  you  are  assuming  that  in  some  uses  such 
as  household  uses,  we  will  say  that  coal  is  not  competitive 
with  gas  at  this  time  and  that  as  a  result  of  your  experience 
what  is  done  in  other  jurisdictions,  how  it  works  out  and  so 
on,  that  whether  coal  is  not  competitive,  that  would  not 
justify  jacking  up  the  price  of  gas  to  a  higher  figure  merely 
because  coal  was  not  competitive  ? 

I  think  that  is  fundamental.  Cool  is  not  competitive  with  gas 
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in  Texas.  We  have  heard  enough  about  Texas,  but  coal  is  not 
competitive  and  frankly  I  do  not  know  of  any  fuel  that  is, 
even  fuel  oil  which  used  to  be  competitive,  is  no  longer 
competitive,  at  least  generally  it  is  not. 

A  couple  more  things  and  I  will  be  done.  You  did  refer  to 
gas  cap  gas  in  your  opinion  being  worth  something  more 
than  oil  well  gas  ? 

Yes,  I  did. 

Now  how  would  you  work  that  out  if  the  Board  for  instance  came 
to  the  conclusion  there  should  be  variations  in  price  in 

i 

order  to  arrive  at  the  two  cents.  -How  would  you  do,  you 
would  average  it  would  you  ? 

Well  I  suggested  in  my  judgment  two  cents  at  the  well  head 
was  a  fair  average  price.  Then  I  said  in  my  judgment  generally 
speaking  and  not  going  to  every  individual  well,  but  generally 
speaking  the  gas  cap  gas  is  worth  more  money  at  the  well  head 
than  is  the  oil  field  gas  and  for  reasons  that  are  self 
evident.  Right  now  you  are  asking  me  how  I  would  go  about 
finding  out  how  much.  You  do  not  want  me  to  perform  that 
duty  here.  Tell  how  much  difference  in  price  I  think  it 
ought  to  be. 

No*  No,  I  would  not  do  that.  I  am  just  asking  you  would  you 

say  even  with  that  in  mind  if  you-  arrive  at  prices  which  would 

average  two  cents  you  were  accomplishing  a  fair  result  ? 

about 

In  my  judgment  from  what  I  see  and  know  /  an  average  of  two 
cents  I  think  would  be  pretty  reasonable. 

Now  this  is  the  last.  I  suggest  that  where  you  have  a  limited 
market  and  irrespective  of  charges  charged,  the  history  of 
the  gas  industry  is  that  you  will  got  so  much  money,  the 
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Canadian  Western  Company  eon  expect  to  get  so  much  money  out 
of  this  market  which  may  not  vary  very  greatly  in  the  rise 
and  fall  of  gas.  Do  you  think  that  is  sound  ? 

Oh  yes,  statistics  prove  that  to  be  essentially  true  and 
assuming  equally  cold  winters,  winter  after  winter,  the  same 
tempera  tur e . 

I  am  trying  to  hurry  through  this  and  I  will  be  only  a  minute 
or  two. 


(  Do  to  Page  5599  ) 
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At  oage  5459  of  your  evidence  you  referred  to  what  was 
done  in  Birmingham,  Alabama.  ’’And  only  for  the  reason  that 
the  cir cumstanc es  are  such  it  is  an  impractible  thing  to 
consider  in  my  view.  I  have  in  my  studies,  as  to  taking 
natural  gas  to  a  place,  given  studies  for  people  who  want 
to  take  natural  gas  from  the  Monroe  field  and  Birmingham, 
Alabama  where  the  fundamental  question  involved  was,  will 
the  gas  command  a  price  sufficient  to  justify  the  pipeline 
and  who  is  going  to  say  what  the  price  will  be  in  Birming¬ 
ham.  It  was  the  coal  man.  It  was  the  coal  at  Birmingham 
we  were  looking  at  right  then  before  we  ever  built  a  pipe¬ 
line.  Now  it  is  only  gas  we  are  dealing  with  here  with 
a  situation  where  gas  at  27  or  30  cents  is  not  going  to  have 
any  competition  from  coal  in  the  domestic  market  that  I 
make  the  statement  on  page  5.”  Now  what  I  want  to  get  at 
is  this,  let  us  take  this  that  you  have  a  limited  market  and 
with  a  raise  in  the  price  of  gas  some  of  the  users  might 
drop  off;  I  suggest  to  you  that  in  this  situation  you  might 
not  get  very  much  more  money  out  of  that  market  by  reason 
of  an  increase  in  price.  Now  I  s  ay  if  you  have  got  that 
limited  market,  I  suggest  to  you  that  the  way  you  are 
going  to  find  what  is  available  fbr  waste  gas  from  an  oil 
well  at  all  events  is  to  start  with  the  amount  of  money 
available,  find  out  your  fixed  charges,  scrubbing  and  so 
on  and  distribution  and  so  on  and  find  out  what  is  left 
over  and  above  the  actual  operating  cost.  Have  you  ever 
considered  approaching  it  from  that  angle? 

Do  you  mean  to  find  what  the  well  head  price  should  be 
by  starting  out  with  how  much  money  I  have  at  the  point 
where  the  gas  is  delivered  from  the  field? 

How  much  money  you  will  get  from  what  possible  sales  you 
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can  make. 

A  Ido  not  think  I  have  done  what  you  suggest.  There  are  only 
365  days  in  my  year,  Mr.  Fene  rty  ,  and  I  do  not  have  time  to 
do  everything. 


CROSS-EXAMINATION  OF  THE  SM'E  WITNESS  BY  MR.  HAR7I E . 


Q 


A 


Q, 


A 

Q 


A 

Q, 

A 

Q, 


Mr*  Davis,  I  believe  you  said  earlier  in  your  testimony 
that  a  15  year  reserve  in  a  gas  field  fbr  any  particular 
market  might  be  sufficiently  long  to  make  a  sound  utility 
set  -up? 

It  would  be  plenty  long  for  some  and  it  would  be  insufficient 
f o  r  oth  er  s,  Mr.  Har  vi  e  . 

I  think  you  also  said  that,  as  far  as  the  Kin  sella  field 
w  as  concerned,  you  looked  upon  it  as  having  proven  reserves 
at  the  present  time  sufficient  to  supply  all  the  cities  in 
Alberta,  or  all  the  Alberta  market  for  a  period  of  30  years? 

I  made  the  statement,  right  or  wrong  I  made  it, 

I  am  going  to  ask  you  to  assume  that  the  Kins  el  la  field  is 
a  virgin  field,  has  never  been  drawn  upon  or  tied  into.  Also 
I  am  going  to  ask  you  to  assume  that  some  person,  that  you 
owned  that  field  outright  and  some  per1  son  comes  and  suggests 
that  they  would  like  to  buy  that  gas  at  6^  at  the  well  head 
for  the  Alberta  market,  which  according  to  those  figures 
would  mean  that  it  would  teke  you  30  years  to  get  your  money 
out  of  tha t  field  . 

You  say  it  would  take  me  30  years  to  get  it  out? 

Yes,  if  there  was  a  30  years’  supply? 

You  mean  I  would  be  getting  money  for  30  years. 

Yes.  Just  assume  with  me  that  on  that  basis  you  would  be 
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agreeable  to  accept  6^  a  thousand.  Then  before  you  closed 
these  negotiations  some  person  from  Saskatchewan  came  along 
and  put  up  a  similar  proposition  to  you,  that  he  would  be 
prepared  to  go  ahead  and  bake  an  equivalent  amount  of  gas 
for  use  in  Saskatchewan  at  6^  a  thousand;  which  would  mean 
a  reserve  for  both  fields  for  15  years? 

A  Assuming  that  they  take  an  equal  quantity  you  mean. 

Q,  Yes,  I  ask  you  to  assume  that? 

.A  All  right  , 

Q,  Which  deal  would  you  prefer  as  owner  of  the  gas  and  producer 

of  the  gas,  to  be  tied  up  entirely  to  the  Alberta  market 

for  30  years  or  to  the  two  markets  and  sell  just  the  same 

amount  of  gas  in  15  years? 

\ 

A  Well  the  sane  amount  of  gas  at  the  sane  price;  in  one  case- 
sell  it  all  in  15  years  and  in  the  other  case  sell  it  all 
in  3  0  years. 

Q,  Yes? 

A  You  would  be  sur prised  to  hear  that  the  answer  there  could 
logically  be  either  yes  or  no,  that  I  would  prefer  one  or 
the  other  depending  on  my  circumstances. 

Q  You  ere  prepared  to  just  say  that  there  might  be  circum¬ 
stances  that  would  induce  you  to  prefer  either  one  over 
the  other? 

A  That  would  bo  true,  not  me  the  individual  but  you  are 
assuming  that  I  might  be  anyone  other  than  myself.  A 
corporation  owning  that  property, 

Q,  Yes,  I  will  assume  that  wi-th  you? 

A  Yes,  all  right.  Well  I  have  known  corporations  to  refuse 

to  make  a  deal  to  sell  some  gas,  refuse  to  sell  gas  profit¬ 
ably  though  the  sale  would  be,becaise  they  are  already  in 
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the  95 <J0  bracket  and  they  would  bo  soiling  gas  for  50  and 
saving  3/lOths  of  a  cent  out  of  50  worth  of  gas.  So  some 
people  would  prefer  a  long-term  pay-off.  Others  might  prefer 
a  short-term  pay-off. 

Q,  In  other  words,  taxation  has  a  material  affect  on  your 
judgment  as  to  which  deal  you  would  like? 

A  It  might  have. 

Q  Taking  Alberta,  the  company  that  wants  to  supply  gas  in 

Alberta,  do  you  think  it  would  be,  if  they  were  up  against 
the  competition  of  the  two  markets,  do  I  gather  from  what 
you  have  told  Mr,  McDonald  that  possibly  you  would  recommend 
to  them  to  pay  more  than  6 0  if  they  could  tie  up  the  whole 
reserve  for  30  years? 

A  Well  you  have  got  me  into  this  60  figure  without  me  knowing 
why. 

Q,  I  have  asked  you  to  assume  that  is  a  figure? 

A  Yes.  And  now  you  ask  me  if  I  would  recommend  they  pay  more 
than  6^. 

Q,  Yes? 

A  I  did  not  even  recommend  that  they  start  out  by  paying  60. 

Q  You  did  on  my  assumption.  I  asked  you  if  that  was  a  fair 
figure  at  that  time,  if  you  would  adopt  it? 

A  I  did  not  know  that  you  expected  me  to  consider  it  a  fair 
figure.  I  thought  it  was  an  assumed  figure. 

Q  Well  I  say  now  at  any  rate? 

A  You  ask  .  me  to  consider  that  60  was  a  fair  figure? 

Q  Yes? 

A  That  I  would  be  satisfied  with  60  on  a  15-year  basis  and 
now  what  would  I  pay  if  I  could  have  it  for  30  years. 

Q,  As  the  purchaser  of  the  gas? 
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Q, 

A 

Q 

A 

Q 

A 


Yes,  as  the  purchaser  of  the  gas.  Well  without  any 
question,  Mr.  Harvie,  I  would  agree  to  a  higher  price. 

Is  there  any  recognized  method  of  valuing  that  additional 
pric  e? 

Not  beyond  15  years  that  I  know  of.  Well  I  said  not  beyond 
15.  Some  of  thesfe  contracts  do  run  for  25  and  30  years  and 
specify  a  price  for  the  first  15  years  and  then  state  that 
after  15  years  the  price  shall  be  determined  by  mutual 
negotiation  and  failing  to  reach  an  agreement  shall  be  left 
to  arbitration.  That  is  to  say  business  men  recognize  the 
great  difficulty  in  trying  to  state  prices  ibr  so  long  a 
time  as  15  years.  Yet  they  also  recognize  unless  they  can 
state  a  figure  for  about  15  years  they  cannot  build  a  pipe¬ 
line.  So  there  is  a  certain  amount  of  necessity  for  going 
far  into  the  future  with  price  fixing.  And  there  is  also 
the  difficulty  of  not  going  any  further  than  that  if  you 
can  avoid  it.  I  do  think  of  one  instance  where  the  price 
is  fixed  for  30  years,  that  is  the  Michigan  and  Wisconsin 
where  the  price  is  fixed  for  the  first  5  years,  for  the 
second  5  years,  then  for  the  following  10  years  and  then 
for  the  next  following  10  years. 

Each  at  an  increased  price? 

In  each  case,  the  last  two  increases  being  i  of  a  cent 
per  M.  c,  f . 

Yes? 

Now  that  was  just  a  deal  arrived  at  between  those  two 
parties  negotiating. 

They  agreed  on  that? 

They  did  agree  on  that.  In  the  other  case  of  the  Tennessee 
CTas  you  will  recall  the  agreement  was  for  5  years,  6 ^  for 
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the  next  5  years  and  Ihr  the  next  5  and  heyond  that  -  I 
did  not  state.it  in  my  more  formal  testimony  -  but  beyond 
15  years  they  say  that  the  price  is  to  be  subject  to 
negotiation  and  if  necessary  arbitration. 

Q,  But  generally  speaking  you  think  it  is  sound  to  pay  more  for 

the  longer  period  that  you  can  get  the  supply  of  gas  contracted 
for? 

A  Yes  ,  alw  ays  . 

Q,  This  morning  I  think  you  said,  Mr*  Davis,  that  the  customer 
in  using  we  will  call  it  raw  gas  or  with  the  wet  gasoline 
content  in  it  would  lose  possibly  10%  of  the  heating  value 
of  the  gas? 

A  C-enerally  speaking . 

MR.  STEER:  Did  Mr.  Davis  say  that?  I  did  rTfc  hear 

him  say  that. 

A  I  said  that  gas  stripped  of  its  gasoline  would  be  from  5.  to 
10  per  cent  less  value  based  on  B.T.U.  That  is  the  state¬ 
ment  he  referred  to. 

Q,  MR.  HARVIE:  I  do  not  remember  the  5  or  10  per  cent? 

A  i  said  of  that  order.  I  said  somewhere  10%  or  at  least  5%, 

q  now  just  let  us  assume  that  the  stripped  gas  is  1000  B.T.U. 
and  the  uns tripped  gas  1100? 

A  All  right. 

Q,  The  ordinary  domestic  consumer,  does  he  actually  benefit 

to  the  full  extent  of  the  10%  additional? 

A  The  domestic  consumer? 

Q,  Ye  s . 

A  Well  Ido  not  believe  he  benefits  to  the  extent  of  10%  but 
out  of  that  10%  he  benefits  to  some  extent. 

Q  Any  idea  how  much? 
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A 

Q 


A 


Q 

A 

Q 

A 

Q 


A 


I  weuld  think  probably  at  least  half.  If  he  uses  the  gas, 
Mr.  Iiarvie,  in  an  efficient  unit  for  house  heating,  I  think 
he  would  benefit  almost  all  of  the  10$.  Whereas  if  he  uses 
gas  for  cooking  meals  I  do  not  think  he  would  benefit  by 
more  than  half  of  the  additional  heat  unit. 

So  that  generally  speaking  the  contrivance  in  which  you 
consume  the  gas  and  the  larger  qantity  the  more  efficient? 
Generally  speaking  that  is  so. 

I  think  also  you  said  this  morning  that  you  considered  you 
would  be  prepared  to  recommend  to  the  Gas  Company  that  it 
would  be  in  order  for  them  to  handle  unstripped  gas? 


MR. 

CHAMBERS : 

Uns  crubbed  ? 

MR. 

HARVIE : 

No,  unstripped 

I  stated  that  to  my  knowledge  unstripped  gas  has  been 
handled  by  gas  companies.  Some  still  do  it.  Many  of  them 
have  done  it  in  the  past  and  all  of  them  having  done  it 
prio r  to  1915 . 

So  that  in  this  case  you  think  that  could  be  done? 

I  think  that  could  be  done  here. 

Would  you  say  the  same  about  scrubbing  or  do  you  think 
it  needs  to  be  scrubbed,  Turner  Valley  Gas? 

Well  I  presume  you  fellows  in  Calgary  would  note  the 
difference.  If  you  did  not  note  the  difference,  I  surely 
would  not  raise  a  question  about  it. 

You  do  not  think  there  is  any  reason  for  the  regulation 
prohibiting  the  burning  of  gas  with  a  large  sulphur  content 

in  it  ? 

I  do  not  think  they  need  any  regulation  by  anybody  not  to 
buy  gas  with  that  sulphur  in  it.  It  would  just  stink  you 
out  of  your  house. 
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Q, 

It  is  being  done? 

A 

r 

7/hat  is  being  done? 

Raw  gas  being  sold  in  homes? 

A 

Not  if  it  contains  much  sulphur. 

Q, 

It  contains  all  the  sulphur  that  is  in  it  in  Turner  Valley? 

A 

Well  it  is  not  a  very  sanitary  way  of  burning  gas. 

Q, 

In  other  words  you  would  recommend  to  have  it  scrubbed? 

A 

For  a  city,  why  certainly. 

Q, 

Is  there  any  material  difference  in  the  cost  of  scrubbing 

unstripped  gas  over  stripped  gas? 

A 

I  would  think  not  . 

Q 

• 

A 

You  do  not  know.  Have  you  ever  done  it? 

I  do  not  know  that  but  I  do  not  think  it  would  matter  at  all. 

Q, 

We  have  been  discussing  from  time  to  time  the  so-called 

exclusive  gas  contract  between  the  Gas  Company  and  the 

Rovalite,  which  I  think  came  into  existence  in  1921  in 

the  first  instance  and  then  in  1925.  I  think  it  is  part 

of  Exhibit  69.  You  are  familiar  with  the  contract? 

A 

Yes  ,  sir . 

Q 

And  are  you  familiar  with  the  price  stipulation  in  that 

oontract  which  w  as  a  minimum  of  130  for  gas? 

A 

# 

At  the  beginning? 

At  the  beginning? 

A 

Yes. 

s 

Q 

Do  you  know  how  many  wells  Royalite  had  in  Turner  Valley 

at  that  time? 

A 

One,  I  believe,  one  deep  well. 

Q 

Which  one  was  that? 

A 

Royalite  Number  4. 

Q 

No,  I  am  talking  of  19  21.  I  think  it  was  1924  when  Royalite  4 

<* 
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Q, 

A 

Q, 

A 

Q 


A 


Q 

A 

Q 

A 

Q 

A 

Q 

A 

Q 


came  in. 

Maybe  I  am  not  right.  I  was  thinking  of  my  own  first  contact 
with  the  company  at  which  time  they  did  have  Royalite  number  4, 
a  deep  well. 

I  think  the  evidence  is,  Mr.  Davis,  and  I  will  ask  you  to 
assume  it  anyway,  that  Royalite  Number  4  well  cane  in  in  1924 
and  was  not  in  existence  at  the  time  of  the  1921  oontract? 

All  right. 

Do  you  know  what  wells  were  in  existence  at  that  time? 

No,  I  do  not  know  . 

Do  you  know  if  during  the  period  of  around  1921  whether  the 
Gas  company  had  ample  supplies  of  gas  or  were  they  suffering 

from  want  of  gas? 

* 

Well  I  had  not  been  here  prior  to  December  1924  -  25.  I  had 
not  been  here  and  I  have  not  been  informed  as  to  whether  or 
not  they  were  actually  short  of  gas. 

Whe n  you  came  in  December  1924  or  e he  early  part  of  1925 
was  Royalite  4  tied  into  the  system? 

Yes,  sir. 

It  was  a  very  large  supply? 

It  was  a  big  well. 

Do  you  think  the  13 0  price  offered  under  the  1921  contract 
was  a  good  price,  a  big  price? 

Well,  had  that  price  remained  in  effect  down  through  the  • 
years  all  the  time  until  now  it  would  have  been  an  extremely 
profitable  contract  for  the  Royalite. 

It  would  have  been? 

It  would  have  been  an  extremely  prof  it  able  contract  for 

Royalite  had  they  got  130  instead  of  ...  . 

provided  they  would  have  sold  as  much  gas  or  do  you  think 
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A 


Q 


A 


A 


Q 


A 


A 

Q 


A 

Q, 


they  oould  have  if  that  price  was  in  effect? 

No,  I  do  not  think  they  could  have  sold  as  much  gas. 

But  you  do  think  it  would  have  been  a  profitable  contract 
even  at  that  price? 

I  think  any  time  you  can  get  an  extra  40  or  5#  for  gas  over 
and  above  8  or  90,  I  think  you  would  be  making  a  little  more 
money . 

I  think  you  used  the  term  that  it  might  be  an  extremely 
profitable  contract? 

That  is  what  I  think. 

Don’t  you  think  maybe  that  was  some  incentive  for  drilling 
wells  in  Turner  Valley  for  the  Royalitc? 

By  Royalite? 

What?  Don’t  you  think  the  effect  of  that  1921  contract 
making  such  an  attractive  price  for  all  the  gas  that  could 
bo  produced  or  that  the  Gas  Company  could  sell,  that  is  an 
exclusive  contract  both  ways,  would  be  an  incentive  to 
induce  the  Royalite  to  drill  more  gas  wells? 

Oh  we  11,  in  our  circumstances  other  than  those  of  cost  you 
might  think  so.  When  you  see  a  big-,  ell  giving  an'  •  1 
amount  of  gas  at  130  and  with  a  well  capable  of  delivering 

all  that  gas . 

I  a  sk  you  to . 

Say  yes  or  no. 

No,  not  to  assume  anything  other  than  what  I  asked  you  to 
assume.  I  have  asked  you  to  assume  if  you  do  not  know  it 
that  Royalite  Number  4  well  only  came  into  production  in 
1924? 

Oh,  I  see.  In  1924. 

Yes  ? 
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A 

Q 

A 
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Yes, 

We  are  talking  about  the  130  price  established  under  the 
192L  contract? 

All  right. 

Have  you  any  knowledge  as  to  whether  the  Gas  company  were 
suffering  from  lack  of  reserves  of  gas  at  the  time  of  entry 
into  the  1921  contract? 

I  think  that  their  supply  of  gas  was  beooming  rather  limited. 
Do  you  think  possibly  that  was  one  reason  that  the  high 
pr i c  e  was  s  et  ? 

I  think  very  likely. 

Will  you  agree  with  me  that  being  the  case  that  would  be 
at  least  some  incentive  to  Royalite  to  drill  more  wells  for 
gas  in  Turner  Valley,  bearing  in  mind  that  there  was  no 
production  at  that  time  or  very  little  before  Number  4  oame 
in? 

I  oan  agree  with  you  on  that. 


(Go  to  page  5610) 
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A 
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Or  it  night  bo  that  sonc  of  the  earlier  wells  were  drilled 
for  gas  rather  than  for  oil? 

Prior  to  1924. 

Ygs? 

That  night  well  bo. 

Now  referring  to  Exhibit  148,  relative  to  the  conservation 
and  value  of  gas,  page  12  of  Exhibit  148,  the  second  last 
paragraph, you  state: 

"  In  any  case,  if  we  are  to  follow  a  principle 

that  he  who  enjoys  the  benefit  should  pay  for  putting 
gas  back  into  the  ground,  it  is  difficult  t  o  be  positive  that 
any  part  of  that  benefit  will  aocrue  to  the  consumers 
of  the  Canadian  Western  Natural  G-as  Company  system.” 

Then  on  Page  13  you  say: 

TT  So  far  as  the  low  pressure  system  is  concerned, 

I  have  examined  the  evidence  and  the  evidence  of  the 
officials  of  the  Company  and  it  indicates  the  effect 
of  the  installation  of  the  low  pressure  system  is  to 
extend  the  life  of  the  absorption  plant  by  at  least 
7  years,  giving  it  a  life  of  2-J-  times  the  3-year 
life  which  it  could  anticipate  at  the  inception  of 
the  scheme.” 


Now  when  you  say  ”the  inception  of  the  scheme",  which  scheme 
do  you  mean,  the  scheme  of  the  installation  of  the  absorption 
plant  or  the  utility  scheme? 

A  The  utility  scheme. 

Q,  Ur«Davis,  do  you.  suggest  that  the  inception  of  that  part  of 
the  utility  scheme,  the  low  pressure  system  in  the  B.A.  end 
of  the  field,  increases  the  life  2-|-  times,  of  the  absorption 
plant  operation? 
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A 

That  is  lay  understanding. 

Q, 

So  I  gather  from  that,  that  you  think  that  the  B,  A.henefi ttod 

9 

on  the  over-all  installation,  2 ■§■  times  what  it  otherwise 

would? 

A 

XIqII,  it  is  a  natter  possibly  of  arithmetic  and  some  judgment, 

as  to  how  great  a  benefit  it  will  probably  turn  out  to  bo. 

I  was  only  pointing  out  that  it  would  appear  to  be  a  very 

material  benefit. 

0/ 

You  think  it  might  bo? 

A 

Ycs  . 

Q, 

Might  it  not  be  that  the  carrying  on  of  the  operation, 

instead  of  extending  the  throughput  times,  actually  under 

it  that  you  would  make  less  profits? 

•  A 

Well  I  would  doubt  that. 

Q, 

It  would  be  possible? 

A 

You  mean  if  they  bear  the  cost  of  installing  the  low  pressure 

themselves,  if  they  bear  that  entire  cost  ,  then  one  night 

consider  it  possible  that  after  putting  that  money  up,  even 

although  theg  would  get  the  larger  throughput,  becarse 

the  gas  might  prove  to  be  leaner,  or  possibly  the  market 

/ 

price  of  gasoline  might  decline,  and  they  might  end  up  with 

no  more  profits  than  they  would  have  had  had  they  made  no 

such  low  pressure  ins l allat ion,  is  that  what  you  are  asking  me? 

*  Q, 

Yes? 

A 

Well  I  think  it  would  be  a  possibility  but  I  would  not  think 

it  very  probable f  I  would  say  this,  if  it  is  probable  they 

should  not  build  then. 

THE  CHAIRMAN:  The  alternative  suggestion  of  course 

would  be  that  the  B.A.  put  in  the  low  pressure  sys  tern  so  as  to 

provide  additional  residue  gas  to  Calgary,  did  they  do  that? 

MR.  HAryiE:  Beg  pardon? 

‘  -  *• 
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THE  CKAmeyAIT :  Did  they  put  in  the  low  pressure  . 

system  in  order  that  there  should  be  more  residue  gas  for  the 
City  of  Calgary,  beq^ase  that  is  the  alternative  suggestion? 
MR.HARYIE:  That  is  «ne,  but  there  is  another 

wne  too.  Y/ere  you  asking  the  witness  that  question? 

THE  CHAIRMAN:  No,  I  am  merely  making  that  sug¬ 

gestion  to  you,  Mp*  Harvie,  and  you  say  there  is  still  another 
suggestion,  so  I  am  waiting  to  hear  it. 

Q.  MR.HARYIE:  Will  you  answer  the  Chairman Ts 

question,  his  question  to  me? 

A  Y/eH  it  is  not  to  be  assumed  that  they  put  the  low  pressure 
system  in  just  to  increase  the  reserves  available  to  Calgary 
when  it  is  in  the  evidence  and  it  is  in  our  minds  generally 
that  one  of  the  benefits  was  in  an  increased  life  for  the 
plant Ts  operation,  and  increased  earnings  of  it.  Now  to 
ask  me  to  assume  that  they  would  not  have  any  increased 
earnings  or  ask  me  to  assume  that  they  might  even  have  less 
earnings,  and  then  ask  me  if  in  that  situation  the  plant  was 
put  in  for  the  benefit  of  Calgary,  you  are  putting  me  in  a 
position  of  assumung  something  and  then  concluding  something 
on  an  untenable  presumption. 

Q,  Now  assume  with  me  that  the  installation  of  the  low  pressure 
system  neither  made  nor  lost  money  for  the  absorption  plant 
operation.  ,  it  just  broke  even,  say,  might  there  not  well 
have  been  justification  for  the  installation,  for  installing 

t  > 

it  in  order  to  give,  -  on  behalf  of  the  producers  in  the 
first  place,  to  allow  them  to  produce  the  gas  and  thereby  get 
the  oil? 

A  Y/Qll  I  am  assuming  that  they  would  be  permitted  to  produce 

their  oil  anyway  under  the  Brown  Plan  and  that  the  gas,  except 
for  what  they  use,  that  would  bo  wasted  for  the  gasoline  content 
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Q, 


A 


Q- 

A 

Q, 

A 

Q, 

A 


# 

Q. 


A 


under  the  low  pressure  system  it  brings  their  gas  to  your 
plant,  and  they  have  the  benefit  of  20 c/o  of  the  gross  from  the 
gasoline,  that  is  one  thing  they  get,  and  then  they  have  the 
benefit  of  such  a.  price  for  gas,  such  a  price  for  their  gas  as 
the  Board  may  fix,  so  in  any  case  it  seems  to  me  the  oil  prod¬ 
ucer  benefits  from  the  installation  of  that  low  pressure  system. 
So  it  might  have  been  well  justified  to  have  that  installation 
put  in  by  the  utility  company  on  behalf  of  the  producers, 
either  the  producers  or  the  consumers,  oven  if  the  absorption 
plant  made  nothing? 

I  would  think  "Yes”.  It  may  have  been  a  benefit  for  the  oil 
woll  producer  to  put  it  in,  or  probably  do  it  like  they 
have  done  down  in  the  United  States,  the  United  States  orders 
someone  to  put  something  in  and  they  have  to  pay  for  it. 

You  say  it  might  have  been  a  sound  proposition  for  the  oil 
producer  to  put  that  in? 

I  did  not  hear  that  question. 

I  say  you  say  it  might  have  been  justified . 

To  my  mind  it  would  have  been  the  logical  thing  -for  them. 

What  do  you  mean  by  "logical”? 

I  say  the  logical  thing  for  them  to  assume  that  burden  rather 

i 

than  for  the  utilities  to  assume  that  burden.  They  will  be 
getting  the  benefit  because  they  sell  gasoline  they  otherwise 
would  not  have  sold,  and  they  sell  some  gas. 

So  it  is  just  a  matter  of  accounting,  whether  the  utility  puts 
it  in  and  the  producer  pays  him  for  it,  or  the  producer  puts 
it  in? 

Well  I  do  not  know.  There  is  the  producer  whose  gas  is  going 
in  the  air,  to  get  the  gasoline,  if  he  wants  to  have  that 
gasoline  recovered  that  is,  arid  if  he  wants  to  sell  that  gas, 
he  should  be  willing  to  pipe  it  to  the  place  where  he  oan  sell 
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it  and  if  he  has  not  enough  to  make  that  worth  doing  from 
his  point  of  view  ,  from  whose  point  of  view  is  it  worth  doing? 
If  it  is  not  worth  while  for  that  oil  producer,  if  it  is  not 
worth  putting  in  the  little  pipe  line  over  to  where  he  can 
sell  it,  where  is  the  fellow  who  benefits  to  the  point  of 
putting  it  in? 

C>  That  is  what  I  am  asking  you. 

A  And.  I  am  telling  you,  I  do  not  think  anybody  could  afford  to 
do  it  as  well  as  the  owner  himself  can  do  it,  and  I  am  not 
telling  you  that  he  can  afford  to  do  it.  That  is  for  somebody 
else  to  say. 

Q,  Do  you  think  of  the  three  possibilities,  that  might  be  the 
most  logical? 

A  I  think  it  would  be  the  more  logical  to  require  the  oil  well 
owner  to  build  that  gathering  line  which  gets  his  gas  to  a 
market,  than  ask  some  other  fellow  to  do  it. 

Q,  THE  CHAIRMAN:  That  would  mean  the  oil  line  plus 

the  compress  in'"  machinery? 

A  I  am  thinking  of  this  gathering  line  that  goes  over  to  tho 

gasoline  plant  where  it  is  stripped  of  its  gasoline.  At  that 
point  the  oil  well  owner  has  the  right  to  take  back  tho  gas 
after  it  is  stripped,  right  there,  and  if  he  could  make  a 
deal  with  a  second  or  a  thir  d  party  at  that  point  to  build  the 
lino  and  attach  it  to  a  compressor  system,  that  would  be  a 
pretty  sensible  thing  for  him  to  do  :t  it  might  bo  better  to  try 
and  put  in  a  little  line  of  his  own,  and  that  is  about  wh at  he 
did  do,  it  seems  to  mo  or  a'Oarger  line  through  the  Board  Order 
rather  than  several  little  lines  by  individual  small  producers. 

Q,  MR.  HARVIE :  Anyway  you  are  very  definite  in  your 

opinion  that  the  Gas  Company,  representing  the  ultimate  con¬ 
sumer  in  the  Calgary  market,  should  not  be  charged  with  any  of 
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A 


Q, 


A 

Q, 


A 
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A 


I  think  under  the  circumstances  and  facts  that  prevail  I 
think  that  the  cost  should  not  go  to  the  people  of  Calgary  and 
be  collected  from  them  by  the  Gas  Company. 

So  that  the  only  two  people  left  would  be  either  the  absorp¬ 
tion  plant  operation  or  the  producer  or  a  combination  of  those 
two  ? 

That  is  right. 

Now  you  say  in  the  paragraph  that  I  read  to  you  first,  that 
he  who  enjoys  the  benefit  should  pay  and  that  is  in  conformity 
with  what  you  have  just  told  me  now.  But  that  it  is  difficult 
to  be  positive  that  any  part  of  the  benefit  will  accrue  to  the 
consumer  of  the  Gas  Company  system,  do  you  think  that  is  so  ? 
Well  it  seems  that  way  to  me  and  I  had  previously  said,  Mr. 
Harvie,  and  I  would  like  now  to  bring  it  out  again,  where  we 
have  been  talking  that  to  the  extent  say  that  the  consumers  in 
Calgary  benefit  from  this  repressuring  and  conservation  thing, 
I  would  not  hesitate  they  should  pay  for  that  portion  of  the 
benefit.  I  do  not  see  the  benefit  or  where  it  is  or  how  much 
it  is.  Whereas  I  can  put  my  finger  direct  on  some  benefit 
to  the  oil  well  owner  and  the  gasoline  plant  owner. 

All  right,  put  your  finger  on  the  benefit  of  the  gasoline  plant 
owner  on  the  assumption  that  it  is  just  exchanging  dollars 
over  that  period,  making  neither  more  nor  less  money  by  in¬ 
creasing  the  throughput  and  operations  of  tan  rather  than 
three  years.  Ic  is  a  question  of  dollars  and  cents  whether 
he  does  make  money  by  that  operation  ? 

t  n  ; 

If  he  is  not  going  tr  makje  any  money,  if  it  be  the  judgment 
that  he  is  not  going  to  make  any  money  ¥y  stepping  up  the 
operation  it  would  be  presumed  that  he  would  pay  no  share  in 
the  cost  of  doing  this  thing  if  that  be  the  assumption  and  a 
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Q, 

A 

Q 


A 


Proper  conclusion  if  it  be  a  proper  conclusion. 

That  is  something  for  this  Board.  ? 
ihat  is  up  to  this  Board. 

So  your  suggestion  is  that  as  a  result  of  investigation,  this 
soard  says  the  operation  is  a  profitable  one,  you  think  that 
some  portion  of  that  charge  should  be  charged  to  that  oper¬ 
ation.  It  they  find  it  is  not  a  profitable  one  you  say  that 

no  part  of  that  charge  should  be  charged  to  the  absorption 
plant  ? 

I  would  think  that  would  be  about  it. 

THE  CHAIRMAN:  But  Mr.  Harvie,  are  you  predicating  your 

exchange  of  dollars  on  a  free  market  for  natural  gasoline  or 

°  closed,  ma rket  as  it  e  x  i  ^  t  q  +-u0 

xists  at  the  present  time  ? 

EaiRVEE :  !  will  argue  that  or  put  in  evidence  in 

aae  course  but  so  far  as  this  witness  is  concerned  I  am  trying 

t0  °Ut  h°W  h9  W“ld  ^  ^th  this  specific  situation. 

THE  CHAIRMAN:  I  am  asking  you  if  you  are  predicating 

your  question  on  a  free  market  or  closed  market  ? 

G“RVI3:  1  am  pneiioating  it  upon  as  they  are  at 

the  present  time,  there  may  be  or  there  may  be  not,  but  I  do 

not  think  there  is  any  evidence  before  this  Board  to  say  at 
the  present  time. 

THE  CHAIRMAN :  Excent  that  T  v-, 

pt  that  1  happen  to  know  there  is 

not . 

MR.  HAHTIE:  Possibly.  I  would  like  to  be  informed  of 

that^ecause  two  or  three  people  buy  it  all  does  not  say  it 
is/a  free  market . 

THE  C™‘N:  ^ere  is  no  free  market  if  somebody 

dictates  the  price  rather  than  the  buyer  dictates  th 


If  the  seller  dictates  th; 


a  price. 


price  that  is  a  different  situation. 
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Q, 


ii 


Q. 


Q 


A 


Q 


A 


Or 


A 


Mn.  HARVIE:  Well  if  there  are  three  buyers  competing 

for  it  I  would  say  it  is  a  very  free  market.  However,  that 
is  something  we  can  argue  later  Mr.  Chairman. 

MR.  HARVIE:  Now  you  say  you  do  not  think  that  the  Gas 

Company  should  pay  anything  because  there  is  no  positive 
assurance  that  they  are  going  to  get  the  benefit  of  having 
that  reserve  or  repressured  gas  made  available  to  them  at  a 
later  date  ? 

That  Mr.  Harvie  is  one  of  the  factors. 

Let  us  just  deal  with  that.  Can  you  tell  me  why  there  is  no 
more  positive  assurance  that  the  absorption  plant  will  get 
that  gas  than  there  is  the  Calgary  market  ? 

The  absorption  plant  will  get  that  gasoline  as  it  slips 
through  their  plant.  That  is  what  we  are  talking  about.  That 
gas  that  slips  through  their  plant  today. 

And  I  suggest  that  the  Gas  Company  will  get  that  gas  if  it 
slips  into  their  plant  too  and  I  say  this  Board  having  control 
over  both  of  them  there  is  no  more  reason  to  .judge  that 

it  won’t  get  to  the  citizens  of  Calgary  or  the  absorption 
plant  or  visa  versa  ? 

You  are  not  arguing  with  me,  you  are  just  asking  me  my  view, 
and  I  am  saying  to  you  if  it  is  a  reasonable  assumption  that 
the  gasoline  plant  operator  will  make  an  increased  net  profit 
if  he  can  increase  his  throughput  without  an  increased  cost, 
that  is  out  of  proportion. 

I  agree  with  that  statement. 

You  agree  with  that  ? 

Yes.  .. 

All  right,  we  con  see  that  in  front  of  us  and  that  has  already 


happened. 
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Q, 
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And  if  the  G-as  Company  gef  this  ga.s  and  increase  their  reserves 
by  it  don’t  they  get  a  profit  out  of  it  ? 

If  they  get  it. 

You  are  familiar  enough  with  this  Act  to  Enow  that  this  Board 
has  tho  control  over  the  well  and  gas  and  who  gets  it  and  who 
it  is  delivered  to  ? 

Yes,  it  has  control. 

And  there  is  no  more  reason  to  think  they  will  take  it  away 
from  the  citizens  of  Calgary  and  give  it  to  somebody  else  or 
take  it  away  from  the  absorption  plant.*? 

How  often  does  the  Legislature  meet  ? 

Just  as  often  as  the  City  of  Calgary  or  the  absorption  plant 
wish  to ... . 

I  do  not  know  what  the  Legislature  will  do. 

That  is  right,  but  I  say  the  absorption  plant  is  exactly  on 
the  same  level  as  far  as  risk  is  concerned  as  the  citizens 
of  Calgary  under  the  present  legislation  ? 

Your  plant,  that  is  the  absorption  plant,  gets  some  of  this 
profit  in  1946,  is  that  a  fair  statement  ? 

They  get  what  ? 

They  get  some  of  the  profits  in  1946  that  we  are  talking  about 
this  year. 

Go  ahead  with  your  statement. 

Well  if  you  cannot  say  yes  or  no  to  that*  Lo  they  or  do  thGy 
not  ? 

I  will  assume  they  do  then. 

All  right,  we  cannot  assume  that  the  citizens  of  Calgary  are 
getting  any  benefit  in  1946.  The  benefit  is  to  be  in  196L . 

The  absorption  plant  is  just  getting  it  more  or  less  proportion 
a  t  ely  ? 
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A 

But  making  more  money  are  they  not  ? 

Q, 

I  do  not  know. 

m  a 

Q, 

We  11  I  am  assuming  that  they  are  now. 

Well  we  will  leave  that,  but  you  think  that  beside 

that  the  absorption  plant  will  have  of  the  handling  of  this 

gas  then  it  is  the  citizens  of  Calgary... 

A 

I  think  so,  I  can  see  them  handling  it  right  now  and  we  do 

not  know  who  will  be  sitting  in  the  Chairmanship  of  this 

Board  fifteen  years  from  now. 

THE  CHAIRMAN :  You  know  who  won’t  be  though. 

A 

Might  be. 

Q, 

• 

MR.  HARVIE :  Now  I  think  you  say  Mr.  Davis  at  the  foot 

of  Page  12  of  this  Exhibi t , n there  seems  to  be  no  good  reasons 

why  the  effect  of  this  scheme  should  be  to  relieve  the 

B..  A .  Company  of  the  cost  to  which  it  had  already  been  committed 

to  any  extent, let  alone  to  the  extent  of  ninety  percent  of 

such  costs  as  proposed  by  the  Company”.  Now  I  gather  you 

mean  by  tha t  in  the  Company’s  submittal  that  they  suggest 

that  they  p-'y  ten  percent  of  the  gathering  cost  of  the  gas 

to  that  point  ? 

A 

That  is  right. 

Q, 

• 

And  up  to  the  present  time  they  have  been  paying  one  hundred 

percent  ? 

A 

That  is  right. 

a 

And  you  know  that  the  basis  on  which  that  gas  is  handled  by 

the  absorption  plant  operation  is  on  a  percentage  basis  with 

the  producer  so  far  as  the  gasoline  content  is  concerned  ? 

A 

So  far  as  the  gasoline  content  is  concerned,  yes. 

o 

And  you  suggest  thereafter  any  change  in  this  old  scheme 

should  benefit  the  absorption  plant  by  ninety  percent  of  that 

f 
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cos  t  ? 

A  I  did  not  get  the  last  question. 

/ 

%  You  suggest  any  change  in  this  set-up  should  not  benefit  the 
absorption  plant  by  ninety  percent  of  that  cost  ? 

A  Well  I  suggest  that  the  absorption  plant  if  it  can  pass  over 
to  a  gas  purchaser  ninety  percent  of  the  cost  of  gathering 
cost  will  have  reduced  its  operating  expenses  to  an  extent 
worth  while.  If  not  worth  while  we  should  not  be  talking 
about  it,  so  if  it  is  something  worth  while... 

Q,  We  will  assume  that  is  the  case. 

A  I  can  even  say  Mr.  Harvie  that  when  this  deal  was  made  with 

the  oil  purchaser  that  you  would  pay  them  twenty  percent  of 

the  gross  gasoline  recovered  that  was  based  on  the  assumption 
that  the  gas  after  being  stripped  would  be  flared.  Now  that 
we  find  a  value  for  the  gas  which  will  permit  the  B.  A. 
Company  to  reduce  its  unit  cost  of  operation  passing  a 
port  of  the  cost  of  gathering  over  to  the  gas  purchaser  ani. 
reducing  the  unit  cost  of  operation.  Anyway  <]ust  through  an 
increased  throughput  to  the  plant  this  twenty  percent  figure 
ought  maybe  to  be  thirty  percent. 


(  Go  to  Page  5621  ) 
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Q,  But  that  is  a  matter  between  the  producer  and  the  Absorption 
Plant  and  the  consumer  of  gas  should  not  benefit  by  that? 

A  I  think  myself  a  lot  of  these  things  frequently  are  between 
th e  par  tit. .  .■  ma  king  the  de  al . 

Q,  My  point  is  simply  this,  Mr.  Davis,  that  rather  than  pass 
any  benefit  of  that  on  to  the  gas  consumer,  might  it  not 
be  equally  as  fair  to  pass  that  back  to  the  oil  producer? 

A  I  an  seeing  to  you  that  that  stream  of  gas  is  his  when  it 
comes  out  of  the  well.'  F  paid  for  the  well  didnft  he? 

Q  Yes? 

A  And  he  produces  that  gas  and  he  produces  the  gasoline  in 
it.  If  he  can  make  a  deal  whereby  he  can  get  30$  instead 
of  20 $  and  at  the  same  time  get  2^  for  his  gas  that  is 
better  than  getting  2D$  for  the  gasoline  aid  nothing  for 
the  gas. 

Q,  That  is  purely  between  the  producer  and  the  Absorption 
Plan  t  oper  ato  r? 

A  That  would  be  time  and  the  producer  is  getting  a  fair 

percentage  of  the  gasoline  and  a  fair  price  for  the  gas. 

Q,  You  ar  aware  that  it  is  contemplated  that  this  Board 
will  deal  with  that? 

A  Maybe  that  is  the  reason  why  we  are  here  talking  about 
this.  You  and  I  are  discussing  this  because  the  Board 

t 

is  going  to  make  a  decision. 

Q  I  am  discussing  your  suggestion  about  the  absorption  plant 
and  you  are  talking  about  this  90 %  that  you  say  it  is 
trying  to  pass  on  to  sane  person? 

A  I  think  90$  is  much  too  high. 

i  * 

Q,  All  I  am  suggesting  to  you  is  -  and  I  might  for  the 

purposes  of  this  discussion  agree  with  you  to  some  extent 
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that  the  absorption  plant  should  not  benefit  to  any  extent 
of  it  ,  but  I  am  asking  you  might  it  not  be  reasonable 
instead  of  the  consumer  and  the  gas  company  getting  it  that 
the  producer  of  it  should  have  it? 

A  You  are  going  to  let  the  consumer,  who  may  or  may  not  get 

any  benefit,  absorb  the  cariying  charges.  No,  I  cannot  see 
th  at  . 

Q,  Supposing  there  was  no  absorption  plant  and  this  was  sweet 
gas,  would  not  the  consumer  pay  all  the  charges  from  the 
well  head? 

A  Assuming  that  there  was  a  gasoline  plant  on  the  lihe? 

Q,  No  assuming  that  there  was  no  absorption  plant  or  gasoline 
plant  as  you  call  it  or  that  there  was  no  necessity  of 
scrubbing  the  gas, would  not  the  consumer  pay  the  gathering, 
compression  and  transportation  charges  from  the  well  head 
to  the  consumer? 

A  If  he  bought  the  gas  at  the  ■well  head  he  would.  But  if  he 
bo u gh  b  th e  ga s  els ewh ere . 

Q,  is  there  any  reason  he  should  be  put  in  any  better  position 
than  that  because  the  producer  of  the  oil  happais  to  have 
some  interest  in  the  wet  gas  and  wants  it  taken  out? 

A  It  comes  as  I  see  it  ,  Mr.  Ilarvie,  to  the  same  thing.  If 

he  buys  gas  at  the  well  head  then  he  is  responsible  fbr  it 
from  then  on. 

Q,  Who  is? 

A  The  man  who  buys  it.  In  this  case  you  are  suggesting  the 
consumer.  If  the  gas  is  from  the  well  head . 

Q  The  consumer  does  not  buy  it  in  this  set-up.  The  consumer 
buys  it  at  the  downstream  side  of  the  scrubbing  plant? 

A  All  right.  Now  at  that  point  I  think  he  pays  a  higher  price 
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for  it  than  he  pqys  at  the  well  head.  Between  the  two  some¬ 
body  pays  that  gathering  charge, 

Q  The  consumer  would  pay  that  in  the  normal  course  if  he 
bought  it  at  the  well  head  asdiy  gas? 

A  He  would  have  to  if  he  bought  it  at  that  point, 

Q,  That  is  all,  thank:  you. 


C  RO  S  S  -  EXAM  IN . 'TI  ON  OF  HIE  SAME  '.WITNESS  BY  MR.  BLAIi  CHARD. 

Q,  I  went  to  ask  you  a  question  that  relates  to  royalties, 
Provincial  royalties.  In  several  Order s-in-Counci  1  the 
expression  used  is  Royalty  on  natural  gas  products  and 
there  is  a  distinguishing  term,  petroleum  products.  Now 
can  you  give  me  your  opinion  as  to  whether  absorption  plant 
gasoline  is  a  natural  gas  product  or  a  petroleum  product? 

It  relates  to  royalties  and  in  some  Orders  it  is  different 
one  from  the  other? 

A  I  believe  it  is  a  natural  gas  product.  It  is  closer  related 
to  natural  gas  than  to  petroleum.  But  that  is  a  question 
I  believe  for  the  chemist  who  is  more  familiar  with  the 
oo  nt  ent  . 

q  I  see.  I  did  not  know  but  what  a  royalty  in  your  own 

country  was  based  on,  that  is  that  the  basis  was  different 
for  oil,  petroleum,  on  the  one  hand  and  natural  gas  products 
on  the  other? 

A  Very  seldom  is  it  different.  It  is  usually  the  sane  way. 

q  put  you  think  absorption  gasoline  is  more  allied  to  natural 
gas  than  petroleum? 

A  Itseems  so  to  me. 

Q,  More  closely  allied? 
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A  It  seems  so  to  me. 

Q,  I  think  in  your  Exhibit  148  you  suggested  that  the  producer 
should  pay  the  cost  of  repressuring  the  gas  so'long  as  that 
gas  is  not  ....  I  should  say  storing  the  gas  and  not  re¬ 
pressuring,  so  long  as  that  gas  is  not  impressed  with  t  he  trust 
for  the  consumers  who  are  the  customers  of  the  gas  company. 

That  is,  as  I  understand  your  evidence,  is  that  correct? 

A  I  think  that  it  would  be  very  difficult  to  get  anybody 

voluntarily  to  undertake  tue  cost  of  storing  gas  unless  he 
had  an  absolute  cornman  of  that  gas  when  he  wants  it. 

Q,  As  I  understand  it,  so  far  as  the  Royalite  proposal  is 

concerned  and  that  proposal  is  that  they  will  buy  the  stored 
gas  at  whatever  the  wellhead  price  may  be  fixed  discounted 
for  15  years  at  &f0 ,  you  understand  that? 

A  Yes . 

Q,  My  understanding  is  that  they  have  also  put  into  that  propo¬ 
sition  this  that  that  gas  vail  be  impressed  with  a  trust  for 
the  citizens  of  cai.gary,  is  that  correct? 

MR.  CHAMBERS :  I  think  the  proposal  as  filed  is  that 

when  it  was  produced  the  price  would  be  neither  more  nor  less 
apd  I  asked  Mr.  Davis  to  assume  a  certain  situation  that  it 
was  impressed  with  a  trust.  That  is  not  in  the  proposal.  It 
is  a  matter  though  that  we  are  giving  consideration  to. 

Q  MR.  BLANCHARD:  Assuming  that  it  were  impressed  with  a 

trust  that  stored  gas  then  would  you  s  ay  that  the  consumer 
should  pay  for  it,  pay  the  cost  of  re-storing  it  now? 

A  When  that  gas  comes  out  of  the  ground  in  the  assumed  16th 

year  it  is  going  into  the  lines  at  an  assumed  or  a  price  fixed 
by  the  Board.  If  the  Board  should  happen  to  fix  2^  for  the 
well  head  cost  then  2^  at  8%  compound  discounted  for  16  years 
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comes  down  to  about  63/100tts  of  a  cent. 

Q 

Yes? 

*  1 

All  right.  Do  you  want  the  consumer  to  pay  63/100ths  of 

a  cent  and  then  15  or  16  years  from  now  wha  t  have  you? 

Q,  No,  Royalite  pays  2/3  of  a  cont  let  us  say? 


A 

O.K.  Let  Royalite  pay.  That  is  their  proposition  and  then 

in  15  years  let  them  sell  the  gas  into  the  pipeline  at  what¬ 
ever  rate  the  Board  then  fixes,  2^  or  2^.  if  they  want  to 

agree  that  when  this  fifteenth  year  comes  along  they  will 

not  take  more  than  2g  that  is  fine  with  me. 

Q, 

That  is  the  offer  of  Royalite  and  they  are  not  making  any 

alternative  offer? 

*  A 

I  do  not  have  any  criticism  of  them. 

Q 

Assuming  the  cost  of  storing  this  gas  is  2^  a  thousand  cubic 

feet  now,  would  you  suggest  that  the  producer  accept  half  a 

cent  or  2/3  of  a  cent  or  I  should  pay  2$  to  store  it  in 

Royalite’s  reservoir?1  '  ’  "  n  a  ts , 

A  Who  is  going  to  nay  the  2p' ,  Royalite? 


Q 

You  are  suggesting  that  the  producer  pay  it? 

A 

No,  I  think  there  is  a  mistake  there. 

Q, 

That  is  just  what  I  wondered. 

A 

I  am  saying  that  fundamentally,  Mr.  Blanchard,  here  is  the 

* 

producer  of  an  oil  well,  the  owner  ,  and  he  has  got  some 

excess  gas.  The  Government  says  we  don’t  want  yo u  to 

waste  that  gas.  Is  not  that  the  case? 


Q 

That  may  be  the  case? 

A 

Well  it  looks  like  that  to  me. 

Q 

Why  does  not  the  Government  want  him  to  waste  the  gas? 

A  Well  for  the  same  reason  that  they  want  these  farmers 

out  here  not  to  let  their  land  erode.  They  do  not  want 
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Q 


A 


Q 


A 


Q 

A 


Q, 


A 


the  country  destroyed  in  a  generation. 

Because  someone  is  going  to  use  it  and  because  it  has  a 
value  ? 

Yes.  I  just  bh ink  that  the  country  should  be  preserved 
and  among  other  things  the  natural  gas  reserves,  timber  and 
soil  and  everything,  it  should  not  be  destroyed  in  one 
generation.  That  is  the  reason. 

Do  not  let  us  get:  away  from  what  I  am  trying  to  get  at  here. 
Your  suggestion  i's  that  if  this  gas  that  is  sold  to  the 
Royalite  say  for  two -thirds  cents  now,  which  is  a  discounted 
price,  that  if  it  is  not  impressed  with  a  trust  for  the 
customers  of  the  Gas  Company  then  the  producers  should  pay 
the  oo  st  of  putting  ±t  into  that  reservoir? 

No,  I  did  not  say  that,  Mr.  Blanchard.  I  did  not  mean  to 
cariy  that  thought.  If  because  this  oil  producer  does  not 
have  a  compressor  and  a  suitable  place  to  store  the  gas, 
gas  during  .the  winter  months  flows  into  the  market,  and  in 
the  summer  months  the  logical  thing  is  to  let  it  flow  through 
those  lines  and  go  to  that  company  substantially  equipped 
with  a  storage  reservoir,  wells,  compressors  and  that 
company  then,  if  they  have  offered  to  pay  half  a  cent  or 
two-thirds  of  a  cent  for  the  gas,  that  gas  then  becomes 
their  gas  and  they  pay  the  cost  of  storing  it.  That  is 
wh  at  I  wo  u  Id  m  e  an , 

The  Royalite  will  then  pay  the  cost  of  storing? 

Yes  ,  they  will  pay  the  cost  of  storing  of  the  gas  and  the 
gas  will  be  theirs  to  sell  when  the  time  comes. 

But  they  do  not  propose  to  pay  the  cost  of  gathering  or 
compre  ssing  ? 

I  do  not  know  who  they  expect  to  pay  it. 
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Q,  They  expect  someone  else  to  pay  it  ,  and  that  is  what  I  am 
trying  to  get  at,  who  should  pay  it?  You  say  if  it  is  not 
impressed  with  a  trust  it  should  he  the  producer? 

A  No,  I  do  n  t  say  the  producer.  I  said  that  the  gas  should 
be  conserved  and  purchased  and  conserved  by  the  man  who  is 
going  to  own  it.  Did  I  not  say  that  in  this  paper? 


(Go  to  page  5628) 
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Suppose  the  man  who  is  going  to  own  it  cannot  be  made  to  pay 

the  costs  of  that  storage,  the  compressing  and  gathering . 

If  there  is  going  to  be  any  forcing  in  the  matter,  I  think 
the  force  should  be  applied  to  the  man  who  is  in  the  first 
place  wasting  the  asset,  I  do  not  think  any  third  person  should 
be  forced  to  conserve  gas  wasted  by  a  first  party. 

You  will  agree  then,  at  any  rate  you  will  agree  that  if  there  is 
anyother . 

Mr-  Blanchard,  let  me  interrupt  you  please,  I  say  here: 

ITGas  returned  to  the  reservoir  should,  in  my  view, 
be  valued  at  less  than  -g-  cent  per  M.C.F.  at  the  well 
head,  and  then  bo  owned  by  the  operator  purchasing 
it  and  conserving  it,  and  enjoying  the  benefit  of 
eventually  marketing  it.TT 
That  was  from  page  14. 

That  is  a  half  a  cent  at  the  well  head,  and  pay  the  gathering 
costs  and  the  storage  costs  and  the  compressing  costs? 

YqS  . 

To  put  it  back  into  the  ground? 

Pay  those  costs  if  that  is  what  they  figure. 

And  if  Royalito  is  not  willing  to  do  that,  then  what  are  we 
going  to  do  about  it? 

Y/cll  frankly,  I  know  what  I  think  should  be  the  solution  but 
I  do  not  think  it  is  practical  or  worthy  of  suggestion  here. 

I  think  the  Government  ought  to  do  it  and  then  soil  the  gas 
and  get  their  money  back.  The  Government  puts  this  obligation 
on  somebody  and  if  the  thing  to  be  done  is  not  worth  doing, 
in  the  view  of  the  producer,  if  he  is  not  willing  to  put  this 
gas  in  the  ground  so  that  he  can  sell  it  at  a  future  iato, 
why  not  lot  the  Government  sell  it  at  the  future  date? 

The  oil  well  producer  is  not  to  put  the  gas  in  the  ground  as 
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an  alternative  to  producing  his  oil,  under  this  legislation, 
he  can  produce  his  allowable,  this  Board  is  compelling 

him  to  deliver  his  gas  into  the  lines  where  it  can  he  econom¬ 
ically  done,  but  if  he  is  not  hooked  to  a  line  he  can  produce 
his  well  and  if  he  cannot  make  the  pressure,  the  line  pressure, 
he  can  burn  a  flare,  as  long  as  he  does  not  produce  more  than 
the  Brown  allowable,  you  understand  that? 

A  That  is  right. 

Q,  Now  for  whose  benefit  is  this  storing  being  done  then,  it  is 
not  for  the  producer? 

A  Well  no. 

Q,  Ho  is  not  being  forbidden  to  produce,  if  he  does  not  store  the 
gas? 

A  Well  in  Pennsylvania  we  have  a  law  forbidding  the  emptying  of 
certain  kinds  of  refuse  into  streams  on  the  ground  that  the 
pollution  of  those  streams  is  harmful  for  the  majority  of 
the  people,  it  destroys  the  fish  and  whatnot.  Noils'  it  seems 
to  mo  that  the  factory  that  produces  that  filthis  the  one  to 
pay  the  cost  of  aispo  sling  of  the  filth  elsewhere ,  rather  than 
to  go  down  and  find  some  farmer  who  has  land  along  the  stream 
and  say  nIIr  •  Parmer ,  you  pay  for  itTr. 

Q,  I  do  hot  want  to  argue  whether  there  is  an  analogy  between 
gas  and  filthor  not,  but  we  just  come  to  this,  that  you 
suggest  the  producer  should  pay  for  storing  the  gas  which  costs 
2  to  2-|-  cents  according  to  the  information  which  we  have  at 
present,  and  that  ho  should  get  2  cents  per  thousand  cubic 
feet  at  the  well  head  for  his  gas,  that  is  ho  gets  2  cents  a 
thousand  cubic  foot  for  his  gas  and  pays  2-g-  cents  to  have  it 
stored,  that  is  such  part  of  it  as  is  stored,  docs  that  seem 
roasonablo  to  you? 

A  Well  I  make  the  statement  hero  that  I  think  the  producer  should 
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get  no  more  than  half  a  cent  for  the  gas  which  is  stored, 
and  that  is  not  more  thac  half  a  cent  and  it  might  actually 
be  one- tenth  of  a  cent  or  it  might  be  nothing,  if  the  gas  is 
not  worth  storing.  This  gas,  after  you  put  it  down  in  the 
ground,  i/ir.  Blanchard,  can  surely  be  considered  as  worth  no 
more  than  and  no  less  than  another  thousand  feet  of  gas  that 
lies  down  there  beside  it.  Now  are  you  telling  me  that  gas  in 
that  ground,  down  in  that  ground,  350  billion  cubic  feet  of  it, 
is  presently  worth  2-1  cents  a  thousand? 

No? 

no,  I  do  not  think  you  are.  It  is  not,  in  my  judgment,  worth 
so  high  a  ligure,  and  any  gas  that  you  pick  up  and  put  down 
there  is  not  worth  any  more  than  an  equal  amount  of  gas  already 
tnore,  so  unless  you  can  put  the  gas  down  there  for  less  than 

tno  2  cants  you  arc  talking  about,  you  had  better  not  put  it 
down  there  at  all. 

THE  CHAIRMAN:  Of  course  the  amount  for  which  they 

receive  the  2  cents  would  bo  vastly  bigger  than  the  amount 

which  would  be  repressurod  with  reference  to  which  they  pay 

the  hali  a  cent,  they  pay  2  cents  at  the  well  and  it  costs 

H  cents  to  reprossure  it,  and  they  arc  losing  2  cents  on 

that  part  going  into  the  ground,  is  that  not  it,  Mr.  Hamilton? 

HAMILTON :  it  is  the  proportion  of  the  one  to 

the  other.. 

MR  •  BLANCHARD : 

witness1  attention. 

THE  CHAIRMAN: 

doing  it,  Mr •  Blanchard. 

BLANCHARD:  Now  lot  us  go  fron  thero  to  this, 

whoro  did  you  get  the  idea  that  gas,  the  price  of  gas  had  boon 
fixed  at  2  oonts  in  the  past  at  the  well  head? 


I  just  wanted  to  bring  it  to  tho 
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A  I  understood  that  Royalito  has  purchased  gas  in  the  field  at 
2  cents  a  thousand  cubic  feet. 

Q,  That  was  when  they  had  an  exclusive  contract  to  supply  the  G-as 
Company,  and  you  would  not  call  that  a  willing  buyer  and  a 
willing  seller  price,  I  moan  to  say,  the  person  who  sold  gas 
to  the  Royalito  had  no  ether  place  to  soil  it? 

A  That  may  have  made  him  a  very  willing  seller. 

Q,  Because  they  had  no  other  market,  but  there  is  no  competitive 
market  for  the  gas,  Royalito  having  an  exclusive  contract? 

A  Well  I  understood  that  sometimes  you  had  but  that  does  not 

deaenst^ato  that  the  seller  was  not  a  willing  seller.  He  may 
have  boon  a  willing  seller,  he  had  that  chance  to  sell  or  no 
chance  to  soil. 

Q.  He  was  probably  glad  to  got  anything? 

A  Well  that  is  so. 

a 

Q,  So  far  as  it  being  a  fair  price . 

A  That  might  be  something  else,  I  still  think  it  was  a  fair- 

price,  but  that  is  another  question. 

Q,  THE  CHAIRMAN:  But  they  were  not  able  to  trade  at 

arms  length? 

A  Wall. »  *  •  » 

Q,  MR.  BAANCHARD:  Well  in  any  event  prior  to  the  Weymouth 

Plan  which  you  have  mentioned  in  your  statement,  prior  to  that, 
the  figure  was  7§  cents  delivered  to  the  Gas  Company? 

A  Yes. 

Q,  And  the  Weymouth  Plan  contemplated  a  heavy  investment  by  Royalite 
for  additional  installations  to  bring  in  this  95 ft  or  what  ever 
it  was,  conservation,  and  do  you  say,  I  think  you  suggested  that 
the  price  should  still  continue  at  7-J  cents,  under  the  Weymouth 
Plan,  the  price  would  still  be  7-J  oents  to  the  Gas  Company? 

A  Well,  I  did  not  assume  that  Mr  .Weymouth  planned  it  that  way,  and 
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I  did  not  assume  that  Hr  .We  ymouthTs  sugge.  tions  for  conser¬ 
vation  were  particularly  well  founded  and  I  did  not  assume 
that  they  should  put  in  any  equipment  which  should  be  useful 
for  only  one  year  to  conserve  gas. 

( Do  to  page  5633  . ) • 
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If  Royalite  were  going  to  expend  three  quarters  of  a  million 
dollars  say  in  carrying  out  this  scheme  for  conservation,  do 
you  think  they  still  could  sell  at  seven  and  three-quarter 
cents  and  make  as  much  for  gas  at  the  well  head  ? 

No  I  do  not  think  so.  I  do  not  think  the  Royalite  should 

t 

spend  three  quarters  of  a  million  dollars  on  a  scheme  for 
gathering  some  gas  that  'after  you  put  it  back  in  the  ground 
is  not  worth  over  two  cents  or  some  such  figure. 

Well  the  actual  fact  is  that  a  Company  has  spent  a  lot  of 
money  in  extending  their  installations.  You  know  that  ? 

Yes . 

A  great  deal  of  money  ? 

Yes. 

And  assuming  it  had  been  Royalite  that  had  spent  that  money 
do  you  still  say  that  it  could  still  sell  gas  at  seven  and 
three  quarter  cents  to  the  Gas  Company  and  get  as  much  money 
for  its  well  head  price  for  the  gas  itself  ? 

Royalite  selling  gas  for  seven  and  three  quarter  cents  and  at 
the  same  time  letting  a  lot  of  gas  go  into  the  air,  let  us 
say  a  sixteen  year  life  ahead  of  them.  Proposition  No.  2, 
Royalite  spends  three  quarters  of  a  million  dollars  extending 
the  life  from  sixteen  to  twenty-four  years.  They  do  not  make 
so  much  net  profit  in  the  first,  second,  third  or  fifth  year, 

t 

but  in  twenty-four  years  they  will  probably  have  made  more. 
How  much  more  I  have  no  details.  The  Royalite  would  if  they 
increased  their  reserve  handle  the  thing  in  such  a  way  as  to 
increase  the  thing  for  eight  years  as  compared  with  sixteen, 
should  be  prepared  to  stand  a  very  substantial  part  of  that 
throe  quarters  of  a  million  expenditure  you  are  telling  me 


about. 
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So  you  think  they  would  gain  by  the  extension  of  the  life  of 
the  field  and  still  be  able  to  sell  ? 

Yes,  I  think  so. 

Now  you  are  ^Amiliar  with  the  absorption  plant  contract  where¬ 
by  the  purchaser  gets  twenty  percent  of  the  gasoline  and  the 
absorption  plant  eighty  percent  ? 

Yes  sir. 

And  under  those  contracts  the  absorption  plant  did  pay  all 
gathering  costs  ? 

That  is  right. 

And  under  the  scheme  as  we  have  it  now  they  will  be  relieved. 
That  is  the  proposition  that  they  should  bear  only  ten  percent 
of  the  gathering  cost.  Now  that  means  that  they  are  relieved 
of  ninety  percent  of  those  costs  ? 

Th  t  is  what  that  means. 

Eh  ? 

That  is  exactly  what  that  means. 

And  is  there  any  reason  why  that  gain  should  bo  passed  back  to 
the  producer  ? 

Well  there  is  not  any  reason  why  there  should  be  any  such  gain 
as  ninety  percent  to  start  with. 

If  they  can  afford  to  make  contracts  before  they  were  selling 
gas  at  all,  they  could  afford  to  make  contracts  whereby  they 
paid  all  gathering  costs.  Your  position  is  that  they  should 
pay  not  on  a  ten  percent  but  a  very  much  heavier  basis  ? 

That  is  right. 

MR.  HARVIE:  I  think  it  might  be  as  well  Mr.  Blanchard 

to  have  it  on  the  record  that  I  know  of  no’  absorption  plant 
contract  that  requires  them  to  collect  low  pressure  gas  ? 


MR.  BLANCHARD: 


I  was  not  talking  about  low  pressure  gas 
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I  was  talking  about  gas  before  they  had  a  gas  buyer. 

I  was  talking  about  the  contracts. 

MR.  HARVIE:  Which  only  applies  to  high  pressure  gas  ? 

MR.  BLANCH,.! hi :  I  know.  There  are  no  low  pressure  gas 

contracts . 

Now  do  you  really  consider  from  a  practical  standpoint  that 
there  is  any  likelihood  that  gas  will  be  put  to  other  use  in 
Turner  Valley  for  carbon  black  or  otherwise  ? 

Well  I  think  there  is  quite  a  possibility  of  that. 

Why  should  they  build  in  the  Turner  Valley  rather  than  the 
Princess  field.  If  there  is  an  adequate  supply  of  gas  equally 
accessible  or  more  accessible  from  a  railway  standpoint  ? 

They  might  go  to  Princess.  They  might. 

I  mean  to  say  an  industry  is  more  apt  to  go  to  a  field  where 
they  are  not  competing  with  someone  else,  such  as  a  wholesale 
gas  distributor  ? 

Well  that  is  fair  enough.  I  do  not  know  whether  they  would  go 
or  not. 

They  would  go  where  they  could  got  the  cheapest  gas  ? 

All  other  things  being  considered. 

All  other  things  being  equal,  freight  and  so  on.  They  will  go 
where  they  get  the  cheapest  gas  ? 

They  will  go  where  gas  is  best  for  their  purpose,  considering 
price  and  location. 

And  assume  accessibility  is  the  same  in  both  cases,  they  will 
go  to  a  field  whore  there  is  no  market  for  the  gas  in  that 
field  rathor  than  a  field  whore  there  is  a  market  ? 

And  I  say  if  the  gas  is  equally  desirable  gas.  I  do  not  know 
that  it  is. 

That  however  would  be  ;i  reasonable  thing  to  expect  ? 
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Not  at  all.  No. 

That  they  would  go  into  a  field  where  there  was  no  market  er 
already  established  for  the  gas  in  that  field,  all  other  things 
being  equal  ? 

Gras  for  example  making  carbon  black. 

All  other  things  being  equal  I  said. 

I  could  tell  you  that  the  gas  from  two  separate  sands  in  the 
some  fields,  one  of  those  will  make  one  and  a  tenth  pounds  per 
Mcf  and  the  other  one  a  pound  and  a  half.  It  all  depends  upon 
the  carbonization  of  the  gas  which  is  the  case  and  it  might  be 
that  this  gas  down  at  Princess,  I  have  no  knowledge  of  it, 

i 

but  Turner  Valley  is  pretty  high  in  the  higher  hydro-carbons. 

If  it  were  not  for  the  sulphur  in  it  it  would  be  a  very 
attractive  gas. 

Well  as  I  was  saying,  all  other  things  being  equal  you  would 
expect  on  industry  to  go  to  a  field  where  there  was  no  market 
for  the  gas  ? 

Well  when  you  get  everything  else  equal  certainly  that  is  the 
answer • 

Now  I  want  to  ask  you  about  one  other  thing  and  that  is  this. 
You  have  stated  that  you  thought  it  feasible  and  not  dangerous 
to  use  the  wet  gas  delivered  direct  to  consumers  ? 

I  did  not  say  just  exactly  that.  I  said  it  was  feasible  to 
accept  the  wet  gas  at  the  delivery  point  in  Turner  Valley  and 
on  its  passage  from  that  place  into  Calgary  take  such  means 
as  aro  necessary  to  cut  the  gasoline  down  if  it  be  present  in 
quantity,  and  at  any  rate  that  is  what  they  are  doing,  Mr. 
Blanchard,  in  many  places.  That  is  what  other  Cos  Companies 


are  doing. 

Q,  In  other  words  it  would  have  to  go  through  some  sort  of 
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absorption  process  ? 

No,  the  gasoline  might  be  caught  in  traps  along  the  way, 
vtfherever  the  pipe  line  drops  down  in  a  depression  of  the 
country.  A  trap  put  in  there  to  catch  gasoline. 

That  is  done  is  it  in  the  United  States  ? 

i 

That  was  the  way  they  did  it  before  they  ever  heard  of  gaso¬ 
line  recovery  plants  and  that  is  the  way  they  will  do  it 
where  they  do  not  have  those  plants. 

The  point  is  if  it  became  unprofitable  to  operate  an  absorp¬ 
tion  plant  in  Turner  Valley  that  gas  could  be  used  without 
the  necessity  of  operating  absorption  plants,  is  that  correct  ? 
That  is  right,  that  is  right. 

Th-t  is  your  opinion  ? 

That  is  right. 

Now  if  this  gas  had  no  gasoline  content,  if  it  were  a  Methane 
gas,  would  it  require  heaters  on  lines  throughout  the  system. 
Are  the  heaters  on  these  lines, you  are  familiar  I  think  with 
the  installations  of  Turner  Valley,  are  the  heaters  on  the 
lines  made  necessary  by  reason  of  the  gasoline  content  ? 

L 

Well  gasoline  moisture  and  hydro-carbons,  they  tend  to  form 
a  solid  substance  in  cold  weather. 


(  Go  to  Page  5638  ) 
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Q,  Would  they  require  heaters  *  for  instance  to  take  the  gas 
to  the  Gas  Company  plant  and  from  there  on,  suppose  it  had 
to  g)  a  distance  of  10  miles,  would  heaters  be  required  in 
winter  if  the  gasoline  content  is  taken  out?  I  do  not  know, 

I  an  just  asking  for  information? 

A  If  they  took  out  the  gasoline  and  the  moisture  they  would  not 
be  required. 

Q,  Does  an  absorption  plant  take  out  the  moisture  as  well  as 
the  gasoline? 

A  Not  necessarily  but  it  is  the  custom  to  install  at  the 

gasoline  plant  equipment  for  dehydrating  the  gas,  taking 
out  the  moisture. 


MR.  STEER':  I  think  the  evidence  is  that  there  is 

a  dehydration  system  at  the  scrubber. 

THE  CHAIRMAN :  And  there  is  evidence  that  the  British 

American  Oil  Company  have  put  heaters  on  their  residue  gas 
line  . 


MR.  EAR  VIE: 

MR.  BLANCHARD: 
THE  CHAIRMAN: 
MR.  BLANCHARD: 
is  all. 

THE  CHAIRMAN  : 
MR.  STEER: 


That  is  correct. 

On  the  residue  gas  line? 

Yes. 

I  was  not  sure  on  that.  I  think  that 

Any  re-examination,  Mr.  Steer? 

Nothing  more,  sir. 
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EXAMINATION  OF  THE  WITNESS  BY  THE  CHAIRMAN. 
q  Mr.  Davis,  on  page  5  of  your  submission  you  speak  of  ,,rfhe 
Approach  to  the  Problem  of  Nixing  Price  is,  so  far  as  I 
know,  based  upon  cost  and  a  fair  return.”  I  take  it  that 
your  cost  there  means  the  price  which  the  distributing 
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coiripany  pays  to  the  producer  of  the  gas.  That  is  included  in 
the  co  st  ? 

No  j  in  the  cost  there  I  mean  all  the  cost,  the  cost  of 
operation,  the  cost  of  purchasing  the  gas,  when  the  gas  is 
being  purchased  and  amortization  costs. 

That  is  right? 

And  the  cost  of  the  plant. 

It  does  include  the  cost  of  purchase? 

Yes,  every  bit  of  cost. 

Would  it  be  correct  to  say  that  the  price  of  that  gas  pur¬ 
chased  is  arrived  at  on,  a  bargaining  basis? 

In  most  cases  wherever  it  is  bargained  that  is  the  way  it 
is  d  one  . 

The  buyer  and  the  seller  meet  and  the  buyer  tries  to  get  the 
lowest  possible  price  and  the  seller  tries  to  get  the  highest 
pos  sibl e  pri c  e? 

I  think  that  is  right. 

Have  you  ever  sat  in  on  one  of  those  meetings,  Mr.  Davis? 

At  a  numb..-1  a  e  meetings. 

Were  you  acting  for  the  buyer  or  were  you  acting  for  the 
seller,  or  perhaps  sometimes  you  have  acted  fb  r  both? 

I  have  acted  fb  r  both. 

Now  what  factors  does  the  seller  take  into  account  in 
trying  to  get  his  high  price? 

Well  I  was  acting  for  the  seller  in  the  negotiations  for 
the  Pacific  Gas  Electric  Company  in  1929,  prior  to  the 
introduction  of  natural  gas  into  Gan  Francisco.  I  was  sent 
to  California  by  the  people  who  became  the  sellers  of  the 
gas  to  negotiate  with  the  Pacific  Gas  Electric  for  the  sale 
of  gas.  They  were  not  even  buying  natural  gas.  It  was  a 
proposition  involving  a  lot  o'f  negotiation.  Somebody  had  to 
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build  a  pipeline.  we  took  into  account  everything  that  you 
could  talk  about  for  three  months.  It  took  me  three  months 
to  n  egot  ia  t  e  th  at  co nt  ra  c  t . 

The  price  at  which  your' client  would  sell  the  gas'? 

We  took  into  account  what  his  picture  would  be  if  he  put 
natural  gas  in  as  compared  to  his  then  picture.  We  found 
out  that  he  could  probably  reduce  his  price  of  gas  to  the 
domestic  consumer  from  a  dollar  and  five  cents  a  thousand  for 
540  B.T.U.  gas  to  about  se  oen'ty-fi  ve  cents  or  eighty  cents  a 
thousand  for  700  B.T.U.  gas,  in  other  words  give  the  consumer 
more  heat  at  a  lower  cost.  Of  course  the  engineers  of  the 
P.G.U.  had  to  review  this  thing  back  and  forth  and  determine 
whether  or  not  they  would  lose  enough  market  on  that  account 
to  knock  out  their  earnings  and  whatnot.  In  any  case  we 
finally  arrived  at  a  contract  for  the  sale  of  gas  and  we 
took  into  account  everything,  what  fuel  oil  would  cost  f.o.b. 
tankers  in  San  Brancisco  harbor.  They  were  using  fuel  oil 
there  at  the  time  for  making  gas.  Fuel  oil  was  the  fuel 
used  in  all  morcial  establishments.  That  was  one  instance. 
What  factors  does  the  buyer  consider? 

Well  I  was  representing  the  bankers  who  were  proposing  to 
buy  the  bonds  and  other  securities  of  the  Tennessee  G-as  and 
Transmission  Company  just  a  year  ago,  when  I  was  here  in 
March  last  year  I  was  at  that  time  engaged  in  that  consult¬ 
ation.  What  did  we  consider?  We  considered  the  security 
of  our  gas  supply  for  a  long-term  period  as  the  important 
matter,  decidedly  important.  We  did  not  want  a  5  or  10 
year  gas  supply.  We  were  going  to  put  on  a  20  year  bond 
issue,  as  I  recall  it  ,  and  we  want  ed  an  assurance  of  a 
20  year  gas  supply.  Go  we  made  that  seller  at  that  time  to 
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place  all  he  had  by  w ay  of  acreage,  gas  wells,  gas  producing 
capacity  to  the  benefit  of  that  contract  and  having  arrived 
at  all  of  the  things  that  we  could  make  him  put  in  and  knowing 
he  ha  i  nothin  else  to  put  in  w  e  said,  s,Now  we  will  give  5^ 
for  the  first  5  years.”  It  depends  upon  your  situation.  If 
you  need  2  5  years  that  is  one  thing  and  if  you  need  10  years 
that  is  another.  I  have  tried  to  buy  gas  for  the  United 
Carbon  Company  for  years.  I  have  bought  a  lot  of  gas  for  them 
and  usually  they  like  a  longer  period  than  10  years  but  a 
10  year  situation  will  meet  their  requirements  for  gas  by 
carbon  black  plants.  I  say  10  years  is  the  minimum  however. 
There  again  that  buyer  must  buy  gas  at  a  price  that  he  can 
expect  in  the  near  future  to  be  able  to  manufacture  black  at 
a  profit . 

Q,  So  that  there  are  a  tremendous  number  of  factors  to  be  taken 
into  consideration  both  by  the  buyer  and  the  seller? 

A  In  ever;./-  case  I  believe  it  is  different. 

Q,  And  these  transactions  you  speak  of  I  would  judge  would  be 
very,  ve.  '»  substantial  and  very,  very  large  compared  with 
our  little  Turner  Valley? 

A  Well  the  Tennessee  Gas  contract  involves  a  25  year  supply 
at  200  million  cubic  feet  a  day.  That  runs  into  more  than 
2  trillion  cubic  feet  as  I  recall  it, 

Q,  And  could  you  not,  with  your  wide  experience  on  both  sides, 
even  have  worked  out  a  hypothetical  price  for  Turner 
Valley  gas  th  t  might  have  been  some  help  to  me  in  arriving 
at  a  decision? 

A  Well  I  would  like  to  help  in  this  matter.  I  would  like  to 
have  the  parties  on  both  sides,  all  sides,  and  I  would  like 
to  have  them  feel  that  I  tried  at  least  to  be  fair  in  an 
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endeavour  to  help.  I  must  remind  you  that  there  are  factors 
in  it  that  cannot  be  measured  mathematically.  I  know  of  no 
way  of  arriving  at  a  formula.  I  think  you  have  just  got  to 
take  unde  advisement  all  of  the  facts  and  history  that  has 
been  brought  before  you  and  use  your  'best  judgment. 

Q,  Which  in  effect  means  that  I  must  either  adopt  the  historic 
price  in  Turner  Valley  or  pick  a  figure  out  of  the  aian? 

A  You  have  to  have  reason  fbr  changing  it  ,  I  think. 

Q  And  that  figure  I  pick  out  of  the  air  might  depend  on  what 
I  had  for  breakfast  that  particular  morning? 

A  Well,  or  something  of  that  kind. 

q  Wow  on  page  8,  Mr.  Davis,  you  refer  to  the  Tennessee  Gas 
purchases  of  50,  60  and  70  for  a  period  of  15  years? 

A  Yes, 

Q  And  you  refer  to  the  figures  quoted  in,  I  think,  Exhibit  126 
filed  by  Mr,  Zinder.  I  gather  and  I  want  you  to  tell  me  if 
I  am  right,  that  those  figures  were  for  gas  at  a  point  of 
delivery  other  than  the  well  head? 

A  For  every  cubic  foot  of  it. 


(Go  to  page  5643 . ) 
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Q,  So  that  th«se  prices  that  you  mention  and  the  prices  mentioned 
in  the  Zinder  schedule  would  be  subject  to  a  deduction  of 
whatever  cost  was  incurred  between  the  well  head  and  the 

point  of  dob'  ? 

A  That  is  right . 

Q,  So  that  the  well  head  price  in  those  cases  would  be  less, 

that  is  the  net  well  head  price  would  bo  less  than  the  figures 
you  have  quoted? 

A  That  is  right . 

Q,  Have  you  any  idea  by  whet  proportion  they  would  be  Igss  than 
the  figures  quoted,  the  net  well  head  price  I  mean? 

A  I  think,  referring  now  to  the  Tennossoe  G-as  &  Transmission 
purchases  and  no  other,  is  that  right? 

Q,  If  you  wish? 

s 

A  Yes ,  well  in  that  situation,  I  would  say  that  the  5  cent 

figure  compares,  I  think  the  costs  of  gathering  and  delivering 
the  gas  in  the  pipe  line  at  the  required  pressure,  would  be 
something  between  1  and  1-g-  cents,  so  that  you  would  have  a 
well  head  price  maybe  of  3-J  or  4  cents? 

Q,  I  see? 

A  That  is  for  sweet  gas  and  in  lots  of  these  wells,  they  are 

high  pressure  gas  wells,  of  course  the  wells  would  be  500  to 
1000  lbs.  pressure. 

Or  I  was  going  to  ask  you  that,  what  about  the  pros  sure#  relative 
to  Turner  Valley? 

A  Well,  taking  the  gas  prossure  in  Tennessee,  that  gives  a 
bottom  hole  pressure  of  those  wells  of  2250  lbs.  and  the 
top  hole  pressure  is  roughly  2000  lbs,  and  the  flowing  pressure 
is  more  than  1000  lbs,  so  no  compressor  is  required.  Now  that 
is  one  example. 

f  ‘ 

In  the  Strat ton-Aqua-Dulce  fields  the  gas  is  taken 
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from  a  great  many  different  sands,  some  even  ar e  of  coarse 
high  press urc  sands  and  others  arc  not,  but  there  the  selling 
company  has  a  gasoline  extraction  plant  and  compressor  so  that 
they  ar  raising  the  pressure  for  any  gas  requiring  a  pressure 
raise  in  order  to  put  it  into  the  pipe  line. 

Q,  So  that  actually  if  wc  follow  out  in  Turner  Valley  the 
same  practice  as  they  did  in  the  case  of  the  Tennessee  and 
treating  the  Gas  Company Ts  gate  as  the  point  of  delivery, 
then  the  price  to  tho  producer  would  bo  the  costs  incurred 
bo two on  the  well  head  and  the  point  of  delivery,  plus  somo 
other  arbitrary  figure  that  I  say  the  producer  should  get 
for  his  gas? 

A  That  is  right,  that  is  right. 

Q.  Then  just  one  question  more.  If  the  producer  should  pay  for 
storing  the  gas  not  required  for  the  market  and  not  conserved, 
would  it  not  be  proper  that  they  should  return  the  title  to 
their  gas  so  that  whan  the  time  comes  for  the  sharing  of  it, 
they,  having  paid  the  cost  of  storage,  should  get  the  benefit 
of  that  gas? 

A  They  are,  in  the  first  place  they  own  the  gas  at  the  moment 

that  it  is  produced.  if  they  wore  paying  the  costs  of  putting 
that  gas  back  do  mi  into  the  ground,  it  certainly  should  be 
thoir  gas. 

THE  CHAIRMAN:  Anything  further  from  Mr*  Davis? 

If  not,  what  have  wg  for  tomorrow  morning,  wg  have  Dr.  Katz. 

MR « CHAMBERS :  I  would  like  to  call  Mr .  Stevens- 

Guillo  tomorrow  morning ,  and  of  course  Mr .  Me Dell an  on  the 
accounting  of  that'  project  rTATr  which  we  were  talking  about 
the  other  day,  in  other  words,  these  two  witnesses  will  deal 
with  the  AA’/.S.C.  contraot  matter. 
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THE  CHAIRMAN:  Except  this,  Mr.  Chambers  ,  that  if 

we  decide  thet  we  should  have  Dr  •  Katz,  then  we  must  call 
him  tomorrow. 

MR.  CHAMBERS :  Oh  yes,  but  I  would  suggest  that  we 

might  sit  all  day  unless  there  is  some  particular  reason  why 
the  people  who  are  interested  .feel  we  should  not. 

THE  CHAIRMAN:  That  is  subject  to  what  I  have  to 

do  with  Dr.  Katz. 

MR.  FENERTY:  When  we  come  to  local  witnesses,  some 

day  I  w>  uld  like  to  clean  up  this  coal  price  with  Mp.  Davies, 
he  hasbeen  on  edge  a  number  of  times. 

THE  CHAIRMAN-:  I  was  hoping  we  would  do  It  this 

week  but  I  feel  now  wc  cannot,  and  by  the  way  wo  cannot  sit 
next  week.  There  are  neither  Court  Rooms  nor  Court  Reporters 
available,  which  moans  that  when  we  adjourn  tomorrow  wo  will 
have  to  adjourn  to  the  week  commencing  March  4th. 

MR-  FEWER TY :  All  I  had  in  mind  was  I  was  wondering 

if  we  could  not  clean  up  that  instead  of  embarking  on  a  now 
angle . 

MR .CHAMBERS :  I  suggested  this  other,  and  this  is 

the  reason  that  I  asked  Mr*  Hamilton  to  bo  here,  because  I 
thought  he  wanted  to  be  hero. 

MR.  FENERTY :  Thatisa  good  reason,  it  arose  during 

his  examination,  although  wo  arc  not  particularly  concerned 

with  tho  reason.  However,  wo  will  leave  it  then. 

THE  CHAIRMAN:  9.30  tomorrow,  and  a  quarter  to  eight 

tonight  at  the  Conservation  Board  offices. 

(The  Hearing  was  here  adjourned,  to  be  resumed  at  9.30  A.M. 
February  29th,  1946). 
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